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LETTER OF TRANSMITTAL 


House oF REPRESENTATIVES, 
SUBCOMMITTEE ON HOUSING OF THE 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C., January 22, 1960. 
Hon. AtBert Rarns, 
Chairman, Subcommittee on Housing, Committee on Banking and 
Currency, Washington, D.C. 


Dear Mr. CuarrMan: As a result of your concern that the short- 
age of funds for FHA and VA loans might result in a revival of second 
mortgages and related financing devices in the conventional loan 
field, you requested the Federal Housing Administration and the 
Veterans’ Administration to make a survey of their field offices on 
this matter. Transmitted herewith are the responses to that survey. 

While the reports by their nature do not led themselves to a statis- 
tical summary, they indicate that the situation is as serious now as it 
was in the fall of 1957 when a similar study was made. 

Since the money market has tightened even further since the 
survey was made last Fall, the financing practices described in the 
reports are undoubtedly even more prevalent. 

Respectfully, 


Joun E. Barriers, Staff Director. 
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SECOND MORTGAGES, LAND SALE CONTRACTS, AND 
OTHER FINANCING DEVICES EMPLOYED IN CON- 
VENTIONAL MORTGAGE LENDING 


FEDERAL HOUSING ADMINISTRATION 


SEPTEMBER 3, 1959. 
Mr. Juuian H. ZIMMERMAN, 
Commissioner, Federal Housing Administration, 
Washington, D.C. 

Dear Mr. ZimMeRMAN: [ am sure you will recall that about 2 
years ago my Housing Subcommittee became concerned over the 
prevalence of second mortgage financing and other potentially trouble- 
some financing practices in the conventional loan sector of the mort- 
gage market. At that time your agency, among other agencies with 
an interest in the mortgage credit field, was most cooperative in 
providing the subcommittee with the results of an opinion survey of 
your field offices. 

The general concern over the high incidence of second mortgage 
financing and other undesirable practices in the conventional loan 
field which developed at that time was of course lessened during the 
1957-58 recession when mortgage credit became more readily available 
for high loan-to-value ratio guaranteed and insured mortgages. With 
the — of the recession and the reappearance of the tight mortgage 
market, aggravated in my judgment by restrictive monetary policies, 
I am again becoming concerned over the increasing reports of the use 
of second mortgage financing and land-sale contracts in the conven- 
tional loan field. 

With builders in some areas experiencing difficulty in obtaining 
FHA and GI financing in the current tight money market, under- 
standable pressure is created to maintain sales volume by offering 
buyers low downpayments in connection with conventional loans. As 
you know, this objective can be achieved through the second mortgage 
device, through land-sale contracts or contracts for deed, and other 
ee which seek to lower the initial equity required from the home 

uyer. 

think that most everyone would agree that these devices are risky 
for the seller and can have the most undesirable consequences for the 
home buyer since the financing terms are such as to make him ex- 
tremely vulnerable to periods of unemployment or reduced income. 
Those of us who recall the topheavy vulnerable mortgage structure of 
the 1920’s cannot help but have a feeling of alarm if similar practices 
become widespread. 

I understand of course that under the FHA program second mort- 
gage financing is barred by regulation and that your agency has been 
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2 FINANCING DEVICES EMPLOYED IN MORTGAGE LENDING 


reasonably successful in policing this requirement. My primary 
concern is in the conventional loan field and I recall that 2 years ago 
your field directors were able to call upon their experience and knowl- 
edge in the mortgage field to provide us with a very knowledgeable 
description of conventional financing practices typical in their area. 
Accordingly, I would appreciate it if you could have your staff review 
the reports submitted 2 years ago and undertake a similar survey for 
the committee this fall. Our subcommittee will be exploring this 
subject during adjournment and | am certain that a report from your 
agency similar to the one furnished 2 years ago will be most helpful to 
us. 

I realize of course that your field personnel are under a heavy work 
schedule and for this reason I am not suggesting an opinion survey 
which would require research or extensive outside inquiries on the 

art of your field directors. Rather I have in mind a relatively 
brief report to your central office which would summarize their views 
as to whether practices of this kind are going on in connection with 
conventional loans in their area, and to what extent they are common. 

In addition to a description of second mortgage and land-sale con- 
tract practices, it would be helpful if you asked your field directors 
for any information they might have as to the prices at which second 
mortgages are discounted in their area, particularly in cases involving 
low-equity sales. 

I would also appreciate your including a specific question asking 
your field directors whether in their opinion, if such practices are 
engaged in in their area, they are potentially dangerous to the home 
buyer, particularly in times of serious recession. 

f your technical people have detailed questions as to the type of 
information we seek, let me suggest that they get in touch with 
Jim McEwan or Ken Burrows of my subcommittee staff. 

I would appreciate very much having the results of your field survey 
as soon as possible without undue inconvenience, and I am hopeful 
that you can agree to October 15 as a reasonable target date. Also, 
when the reports are received in Washington, I Maint appreciate it 
very much if you would supply us with copies of the individual field 
office reports in addition to any summary of the reports which you 
may wish to compile. 

Sincerely yours, 
ALBERT Rarns, Chairman. 


FreperaL Hovustnc ADMINISTRATION, 
Washington, D.C., October 20, 1959. 
Hon. AtBertT Rains, 
Chairman, Subcommittee on Housing, Committee on Banking and Cur- 
rency, House of Representatives, Washington, D.C. 

Duar Mr. Rats: With further reference to your letter of Septem- 
ber 3, 1959, regarding second mortgage financing and other potentially 
troublesome financing practices in the conventional loan sector of the 
mortgage market, I am pleased to make available to you the enclosed 
pr a this subject which have been prepared by FHA insuring 
office directors. 

Also enclosed are a number of copies of a summary of this material 
which was prepared in our Division of Research and Statistics and 
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which I hope may be of value to you and the members of your 
subcommittee. 
Sincerely yours, 
JuLIAN ZIMMERMAN, Commissioner. 


SuRVEY OF CurRRENT PRAcTICES IN CONVENTIONAL LOAN SECTOR OF 
MARKET 


Insuring Office: Birmingham, Ala. September 23, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial eveiy required from the home borrower being used in the 
conventional mortgage sector in the current market? 

It is estimated that about 10 to 15 percent of the transactions in the 
conventional mortgage sector involve devices designed to lower the 
initial equity required. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

Same frequency as 6 months ago and a year ago. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

None. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

Information on this matter is scarce, but 20-percent discounts seem 
to be typical. The same would be true of the discounts of 1 year ago. 


C. B. Houmes, Director. 


Insuring office: Anchorage September 22, 1959 


1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

For the purpose of financing sale of property, local banks usually 
do not make conventional real estate loans. Loans on real estate are 
generally made for the purpose of raising working capital to the 
individual and to pay off liens and assessment on property unencum- 
bered by a mortgage. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? 
A year ago? 

There appears to be little change in the use of secondary financing 
in the conventional loan sector of the current market in comparison to 
6 months or even a year ago. Discounts of 35 percent and up are 
known to be in effect on second mortgages subject to an existing 


3. Describe in detail any developments in the use of secondary 
mortgage financing which you, consider unusual or peculiar to your 
insuring office jurisdiction. 
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Local finance and security companies are offering secondary 
financing on properties at a rate not less than 8 percent (discount rate) 
per year in cases where it can be established that a reasonable equity 
exists. Commercial banks, insofar as is known, do not participate in 
any transactions involving secondary mortgage financing. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

One mortgage company quotes current discounts of 35 percent and 
up on second mortgages in cases involving low equity sales and appears 
to be higher than in the past. There appears to be a larger volume of 

urchasers buying on contract in order to avoid large downpayments. 
hese cases usually involve properties where the market is willing to 
ay more than can normally be obtained through conventional and 

HA limitations. 

M. Coutins, Director. 


Insuring office: Phoenix, Ariz. September 30, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

The use of such devices, in the conventional mortgage sector, is 
reported by approximately 50 percent of the lenders. Contracts 
seem to be used more frequently than second mortgages, particularly 
with regard to proposed construction. Existing properties appear to 
be more subject to such devices due to individual homeowner’s desire 
to recover larger equity investments upon resale thereby making them 
most predominant holders. Some conservative mortgage companies 
allow second paper for reasonably small percentage loans with prior 
approval of insurance company investors but instances were indi- 
cated of savings and loan companies taking 20 to 25 percent secondary 
paper to make up 100 percent loans. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? 
A year ago? 

requency of use in the current market reflects no particular varia- 
tion from that 6 months or 1 year ago. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

No unusual or peculiar development in the use of secondary mort- 
gage financing has evidenced itself in the local market. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

Discounts have been stipulated at 20 to 40 percent on secondary 
paper. Prime or mature paper is quoted at the lower rate but to 
attain early maturity, short terms are stipulated with low initial pay- 


ments followed by a ballooned payment and a provision for refinancing 
the latter. 


J. B. Coruey, Assistant Director. 
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Insuring office: Little Rock, Ark. September 21, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

Not extensive; percentagewise not in excess of 12 percent. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

Comparison with 6 months ago, more frequent. More frequent 
now than 1 year ago. ‘Trend up to the proposed increase in interest 
rate was greater frequency in secondary financing. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Developments in use of secondary financing are not unusual or 
peculiar. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? Sow oes this compare 
with the discounts of 1 year ago? 

Prime mortgages, 5 percent discount. Second mortgages on prop- 
erties in the fringe areas up to 25 percent discount. 


Cuas. R. Watson, Director. 


Insuring office: Los Angeles, Calif. September 23, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

On single-family residences, in approximately 75 to 85 percent on 
new construction; on existing construction, 50 to 65 percent. 

Attention is called to the fact that this latter figure may not give a 
true picture, as we find that a very high percentage of lower priced 
existing homes (90 to 95 percent) and a very small percentage (10 to 
15 percent) of higher priced homes are financed with second mortgages. 

2. How does the frequency of use of secondary financing in the cur- 
pv! market compare with conditions existing 6 months ago? A year 

07 

With 6 months ago, no change; with 1 year ago, very little change. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

With no downpayment transactions, short-term third mortgages 
are used to provide higher monthly payments during the first 2 or 3 
years with a reduction in the total monthly payment after some 
equity has been accumulated and the third mortgage paid off. Con- 
tracts for sale are also used to some extent on new construction to 
Pitas equity to where one or two mortgages will cover re- 

ancing. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
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ticularly in cases involving low-equity sales? How does this com- 
pare with the discounts of 1 year ago? 

Point No. 1: 35 to 40 percent of their face value, even as low as 50 
percent. 

Point No. 2: Slightly greater discount than 1 year ago. 


, Director. 


Insuring Office: Sacramento, Calif. September 29, 1959 


1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the 
sector in the current market? 

Second mortgages, contracts for deeds, and other devices to lower 
initial equity requirements are presently being used extensively in the 
conventional mortgage sector of the current market. It is estimated 
that 95 percent of the sales transactions involve some type of low equity 
secondary financing. 

2. How does the frequency of use of secondary financing in the cur- 
ret market compare with conditions existing 6 months ago? A year 

07 
a requency of use is the same as 6 months ago; however, second mort- 
gages are being used more than they were a year ago. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

While not unusual, it is appropriate to note that many small 
investors are entering the secondary mortgage market, attracted by 
the very favorable yields currently being realized on this type of paper. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your j 
ticularly in cases involving low-equity sales? How d 
with the discounts of 1 year ago? 

A year ago discounts of from 25 to 40 percent were common in the 
market. ‘Today approximately 40 percent discount appears standard 
and some higher percentages are quoted. The amount of discount 
of course varies with the interest rate, terms of second lien, and remain- 
ing balance of first mortgage, as well as location of the property. 


E. P. Green, Director. 


urisdiction, par- 
oes this compare 


Insuring office: San Diego, Calif. September 29, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

I would estimate that secondary financing is involved in at least 
60 percent of all transfers in this sector. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

Not much change over the last year, but increasing slightly. 

Up sharply, say 20 percent, over 2 years ago and very sharply, 
possibly 200 percent, over 5 years ago. 


FINANCING DEVICES EMPLOYED IN MORTGAGE LENDING 7 


3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring Office jurisdiction. 

Not known. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, partic- 
ularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

Discounts vary widely, depending upon whether wholesale or retail 
lots, interest rates, terms of notes, ete., but will average around 35 
percent. This is somewhat higher, perhaps 5 percent, than 1 year ago. 


Faye Harrman, Director. 


Insuring office: San Francisco, Calif. September 29, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

In the older urban communities, the use of conventional finance, 
generally savings and loan mortgages, together with a second deed of 
trust, is the customary method of financing and is used in approx- 
imately 50 percent of the real estate transactions; 25 percent are 
assumption, and 25 percent use other methods of financing. 

Land sales contracts, with subordination, are customary in this 
area where builders are acquiring lots or land for development. Under 
this program, the landowner subordinates his interest to the builder 
and takes his payment out of the escrow proceeds when the completed 
dwelling structure is sold. This tends to conserve the builder’s operat- 
ing capital and is reflected in a somewhat higher sales price of the 
land or lots. In the last year or two, so-called conventional financing 
in connection with new construction has been employed by a few 
builders in this area. Under this program, minimum downpayments 
usually in the neighborhood of $100, are required of the buyers. A 
first deed of trust in favor of a conventional lender, usually a savings 
and loan association, is executed for approximately two-thirds to three- 
fourths of the sales price of the property. The builder assumes a 
second deed of trust on the remainder. The builder may choose to 
dispose of these second deeds of trust at discounts of from 20 to 50 
percent. Second deeds of trust of this nature have made up a large 
portion of the portfolio of such operations as the trust deed and 
mortgage exchange, which is an investor-type operation which makes 
public offerings, guaranteeing the investor 10 percent on his money, 
advertising that its offerings are secured by deeds of trust on a Cali- 
fornia home. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

Secondary financing is more common today than it was 6 months 
or a year ago. It has spread from being the customary thing in the 
older close-in metropolitan areas to where it is now quite common in 
the suburban areas. In the suburban areas, it is customary for the 
homes to be sold, subject to the existing mortgage (usually FHA or 
VA) and for the seller to assume a second deed of trust to make up the 
difference between the downpayment and the assumed mortgage. 


: 
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3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Until recently, it was customary for second deeds of trust to be 
drawn at the same rate of interest as the first mortgage and for the 
contract to be written on an amortized basis, frequently without a due 
date; thus, a 6 percent mortgage with 1 percent of the face amount per 
month payoff would amortize in 11 years and 8 months. Now a 
format has developed for the execution of second deeds of trust whether 
over and above an ex.sting mortgage or a new conventional mort- 
gage. This format, generally, follows this pattern: A due date of 5 to 7 
years, 1 percent per month payoff, rate of interest—7 to 10 percent pro- 
vision for accelerated payoff in the event of sale of the property by the 
maker of the second deed of trust. As you can see, this type of 
second deed would create a balloon payment at the due date time, 
and would enable the holder to liquidate the mortgage in the event 
of a change in the mortgagor. This type of mortgage, following the 

attern outlined above, would be readily marketable. The American 

ortgage Co., which is a form of mortgage brokerage, and charges a 
5 percent fee for its services, recommends the above format with the 

ditional requirement that the mortgage not exceed one-half of the 
difference between the first deed of trust and the purchase price and 
that a 6-month interest prepayment penalty be incorporated in the 
contract. This company recommends that notes be written at 10 
percent interest. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? flow oes this compare 
with the discounts of one year ago? 

Depending on their quality, second deeds of trust sell at discounts 
of from 20 to 70 percent. A well-drawn second deed of trust, follow- 
ing the format outlined above, and which has seasoned for a year or 
so will yield about 15 percent, with a mortgage broker usually receiv- 
ing a fee from the purchaser. Some of the slum-type properties in 
the urban centers are covered with first and rete deeds of trust 
that may represent as much as 120 or 125 percent of their fair market 
value. In these cases, the second deeds sell at very substantial dis- 
counts. The purchasers are ruthless in their foreclosures and allow 
a new owner to take possession of the property with minimum down- 
payments, but with second deeds of trust bringing the total weg = 
obligation against the property to over 100 percent of its value. Thi 
latter practice will undoubtedly create some problems for local public 
authorities when urban renewal starts acquiring property in demoli- 
tion areas. 

In summary, we can state that second deeds of trust are becoming 
commonplace, that their form has now been standardized, and that 
the yield on this type of obligation is from 15 percent up. There are 
numerous penalty payments for the mortgagor, such as prepayment 
of interest, an acceleration clause in the event of sale, and a balloon 
payment on the termination date. Any material drop in the real 
estate market would probably result in panic conditions in this sec- 
ondary mortgage market. 

Rosert C. Macovurr, Director. 
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Insuring office: Denver, Colo. September 30, 1959 


1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devises designed to lower the 
initial equity required from the home borrower being used in the con- 
vential mortgage sector in the current market? 

Devises designed to lower the initial equity required from borrowers 
purchasing homes with conventional mortgages become numerous 
enough to be considered common. We do not have information to 
give accurate percent figure. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? <A year 
ago? 

“The frequency of use of secondary financing has been on the in- 
crease during the last year. The increase appears gradual without 
noticeable difference in rate during the last 6 months. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

There are no developments which we consider unusual or peculiar 
to our jurisdiction. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

In cases where low-equity sales are involved second mortgages are 
discounted as much as 50 percent. While activity has increased the 
amount of discount has not indicating a more plentiful supply of sec- 
ond mortgage money. 

C. F. Warpen, Director. 


Insuring office: Hartford, Conn. September 25, 1959 


1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

Secondary mortgage financing has become more extensive in this 
area, but is still a minor factor in the mortgage market. Use is limited 
to hardship cases on the lower priced homes, but is steadily increasing, 
and is likely to continue if the tight money market is not eased. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A 
year ago? 

There has been an increase in secondary financing during the past 
6 months, although still a minor factor. The same increase holds 
true since a year ago. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Probably one of the reasons why secondary financing is not a major 
factor is because of the high level of average income in this State, 
which according to recent surveys is one of the highest income States 
in the country. 
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4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, parti- 
cularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

Second mortgages are discounted at the rate of 1 percent a month, 
and this is the same charge as prevailed a year ago. This is in accord- 
ance with Connecticut State law. 

Joun B. Maytort, Director. 


Insuring office: Wilmington, Del. September 28, 1959 
1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the 
cemminnadienitiae sector in the current market? 

Virtually none. Some borrowing on life insurance policies to sup- 
plement conventional mortgages. 

2. How does the frequency of use of secondary financing in the ecur- 
rent market compare with conditions existing 6 months ago? <A year 

? 
No change. (Very limited number of cases when the seller of the 
roperty accepts as part payment of purchase price, a second mortgage 
ollowing conventional first.) This answer should follow 3. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Very limited number of cases when the seller of the property accepts 
as part payment of purchase price, a second mortgage following 
conventional first. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, partic- 
ularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

No discounts on limited transaction. 

Same as year ago. 


Director. 


Insuring office: District of Columbia October 1, 1959 


1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

At least one large development is actively pushing the “California 
plan” (contract for deed). In our opinion, more than two-thirds of 
conventional deals under $30,000 are closed on one of the types of 
devices listed in the question. 

2. How does the frequency of use of secondary financing in the cur- 
reay market compare with conditions existing 6 months ago? A year 

07 

Somewhat more frequent than 6 months ago which in turn was 
somewhat more frequent than a year ago. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 
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None. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

A general rule is 3-percent discount for each year the mortgage has 
to run. Low-equity sales and second mortgages with low ere 
payments and a large balloon payment at the end may run up to 5 
percent a year. Little if any change from a year ago. 

M. C. Barrincer, Director. 


Insuring office: Jacksonville, Fla. September 29, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

A. Approximately 20 percent in the Jacksonville metropolitan area. 

The percentage is estimated to be 25 to 30 percent in the smaller 
cities of the Jacksonville FHA office jurisdiction. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A year 
ago? 
bac Estimated at approximately 10 to 15 percent of a year ago for 
the Jacksonville metropolitan area. Within the past 6 to 12 months 
there has been an estimated 5- to 10-percent increase in the Jackson- 
ville jurisdiction. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

A. No unusual or peculiar developments. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, particu- 
larly in cases involving low-equity sales? How does this compare with 
the discounts of 1 year ago? 

A. Currently prevailing discounts on second mortgages range from 
25 to 50 percent Xe ending on location and quality of physical improve- 
ments. Estimated at 10- to 15-percent increase has taken effect’ in 
past 6 months. 

T. Pennineton, Director. 


Insuring office: Miami, Fila. September 30, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

Answer. The use of second mortgages, land-sale contracts, contracts 
for deed has been very limited in the conventional mortgage sector of 
the current market. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 
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Answer. The use of secondary financing is not very extensive wher 
compared with 6 months or a year ago. It is believed that the Home 
Loan Bank Board’s activity among its members to discourage 
secondary financing has been a big factor in the elimination of so 
much secondary financing. The use of the balloon feature in second 
mortgages has all but disappeared. Practically all second mortgages. 
originated in connection with new construction are amortized at 
the same interest rate and term as the first. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Answer. Some institutions allow secondary financing to be arranged 
behind their first mortgages but they require that the buyer make a 
50-percent down payment on the amount of the second mortgage. 
For instance, if the institution made a 70-percent ratio of loan to sales. 
price, the buyer would be required to make a 50-percent down payment 
on the difference between 70-percent first mortgage and the purchase 

rice. Other institutions wi voy a full second mortgage by the- 

uilder but require that the second be held by them for the purpose of 
collection to be deposited to the builder’s account with the right to. 
invade the account to make payments in case of delinquency of 
the first. The builder may not fine against this account until the 
first has been reduced by 10 percent which requires approximately 
5 years. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, particu-. 
larly in cases involving low-equity sales? How does this compare- 
with the discounts of 1 year ago? 

Answer. Second mortgages are currently being discounted at an 
average of 40 percent as compared with an average of 20 percent a year’ 
or two ago. It is believed that this is a result of a higher yield in 
other investments and the fact that second mortgages are amortized 
at approximately the same interest rate and term as the first. 


Joun A. Grusss, Director. 


Insuring office: Tampa, Fla, October 8, 1959: 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

Second mortgages and purchase contracts are an established practice. 
in this area and it is estimated they are used in approximately 75 per- 
cent of the conventional mortgages originated in this area. 

2. How does the frequency of use of secondary financing in the. 
— market compare with conditions existing 6 months ago? a year: 
ago 

-: appears this practice has increased at least 10 percent during the. 
past year. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your: 
insuring office jurisdiction. 
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Savings and loan associations reportedly have agreed to longer terms 
‘on second mortgages—up to 19 years for well-established builders. 
A few mortgage Trokit firms pay 8 percent to investors. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

Second mortgages are currently being sold at about 35 percent dis- 
count. Those second mortgages with 10-year terms or longer are not 
marketable. There does not appear to be any appreciable change 
-during past year. 

Harpy A. Director. 


Insuring office: Atlanta, Ga. September 29, 1959 


1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

Estimate that 40 to 50 percent of conventional mortgages involve 
second mortgate financing of some type and the percentage is rising. 
Savin ahd Wen associations appear to be greatest offenders. 

2. Flow does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? a 
year ago? 

Has been becoming progressively more for the past year. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

There probably are a number of unusual plans for secondary mort- 
gage financing but the details are not sufficiently well known to us to 
elaborate on. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your ‘urisdiction, par- 
ticularly in cases involving low-equity sales? How does this com- 
pare with the discounts of 1 year ago? 

Second mortgages, generally, are discounted for from one-third to 
one-half. No change since a year ago. 


Jno F. Tuiaren, Director. 


Insuring office: Boise, Idaho September 30, 1959 


1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

Very small percentage. 

2. How does the frequency of use of secondary financing in the cur- 
amt. market compare with conditions existing 6 months ago? a year 

No noticeable change compared with either 6 months or a year ago. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 
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No developments considered unusual or peculiar to this office. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, particu- 
larly in cases involving low-equity sales? How does this compare with 
the discounts of 1 year ago? 

Our best information is that in some instances discounting has been 
as high as 20 to 30 percent. This is much the same situation observed 
a year ago. 


, Assistant Director. 


Insuring office: Chicago, Ill. September 30, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

To a greater extent than ever before the use of land-contract sales 
among Negro buyers in Chicago is a growing evil. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? a year 
ago? 

There appears to be an expanding use of secondary financing or its 
equivalent in Chicagoland. This is gradual but noticeable as com- 
ee among developers and builders and financing institutions gets 

eener. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

(a) In home sales, as interest rates on mortgages increases, more 
and more sales are made where a low-interest mortgage is lfet on a 
property and the seller takes back a part purchase money second 
mortgage. 

(b) Many savings and loan associations have a policy of requiring 
sellers to deposit a stipulated amount of the sale price in a savings 
account which is frozen until the marginal high ratio loan involved 
in the sale is seasoned by a period of principal repayments. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? flow oes this compare 
with the discounts of 1 year ago? 

Good seasoned second mortgages have discounts of 10 to 15 percent, 
while risky paper is discounted up to 50 percent. 


Frep B. Huerentuat., Director. 


Insuring office: Springfield, Ill. September 28, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

Second mortgages are very seldom used. Contract for deed trans- 
actions will represent less than 5 percent of total home purchases 
where the homes qualify for conventional loans. Contract for deeds 
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are used very much in those instances where the property character- 
istics do not meet conventional requirements. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

The frequency at which second mortgages are used is the same as 
compared to 6 and 12 months ago. The use of contracts for deed is 
the same as 6 months ago but could be less than 12 months ago because 
purchasers cannot qualify on monthly income requirements. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Share collateral agreements are one unusual financing development. 
The lender requires the seller to purchase a computed amount of 
stock in its association. This stock is assigned to the lender and left 
on deposit until the mortgator has reduced the mortgage loan to a 
predetermined balance. In some instances the seller is required to 
deposit casb in lieu of stock certificates. 

Another unusual financing development is the use by lenders of 
the Guaranty Mortgage Insurance Corp., Milwaukee, Wis. The 
lenders have the corporation to insure the top 10 to 20 percent of a 
conventional loan until the balance is reduced to an acceptable 
conventional amount. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this com- 
pare with the discounts of 1 year ago? 

The volume of second mortgages, currently and for the past year, is 
so small that no market nor Recount prevails. 


C. U. Lurrs, Director. 


Insuring office: Indianapolis, Ind. September 30, 1959 


1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

Land-sale contracts are used extensively in this jurisdiction and 
account for approximately 30 or 40 percent of sales. (There is some 
indication that a considerable number of sales on a land contract 
basis are not due to a lower initial equity requirement, but this device 
is used by sellers during periods when mortgage discounts are high.) 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? 
a year ago? 

The use of secondary financing in the current market is not measur- 
ably more than it was 6 months or a year ago; however, the use of 
secondary financing has undoubtedly increased somewhat. In this 
jurisdiction it is most frequently used by builders of the more expensive 

omes which are financed conventionally and the builder will accept 
a second mortgage or note and hold it as an investment. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisidiction. 
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None. There is very little secondary mortgage financing in this 
area. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, partic- 
ularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

Since there is very little secondary mortgage financing in this area, 
there is no established market for second mortgages. It is, however, 
common to discount land-sales contracts—such discounts ranging 
from 5 to 25 percent. 

Apert E. Jonnson, Director. 


Insuring office: Des Moines, Iowa September 29, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

There has been a substantial increase in the last 8 months of the use 
of contract deed and land contracts in the conventional mortgage 
market. The use of second mortgages is in the minority. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? a year 
ago? 

"There has been an increase in secondary financing in the last 6 
months which appears to be caused by the lack of funds available from 
the mortgage lenders. Secondary financing has increased in the last 
6 months in excess of what it was a year ago. 

3. Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insuring 
office jurisdiction. 

There does not appear to be any unusual or peculiar developments in 
the use of secondary financing in the jurisdiction of this insuring office. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How Snes this compare 
with the discounts of 1 year ago? 

At the present time there is no discount of second mortgages. 


F. C. Waurman, Director. 


Insuring office: Topeka, Kans. September 21, 1959 


1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

Approximately 50 to 60 percent of real estate sales of cheaper type 
houses are accomplished by contract of sale for deed. This is due to 
high discount charged seller, plus real estate commission, which would 
practically nullify any equity, particularly a small one. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? 
A year ago? 
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Double over a year ago and more than 6 months ago. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Some sales in this community are made involving conventional 
loans wherein seller is required to take savings and ne stock for 

ortion of equity which is assigned to the mortgagee until the mortgage 
oan is reduced a specified amount. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

It is my understanding that secondary mortgages are being dis- 
counted from 25 to 75 percent, depending on the property involved, 
the financial rating of the borrower, etc. These discounts are approxi- 
mately 25 to 30 percent greater than they were a year ago. 


Frep A. Mann, Director. 


Insuring office: Louisville, Ky. September 22, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
vential mortgage sector in the current market? 

In my opinion, secondary financing is being used in at least 50 per- 
cent of the transactions using conventional mortgage loans. 

2. How does the frequency of use of secondary Soca in the cur- 
rons market compare with conditions existing 6 months age? A year 
ago 

The use of secondary financing is more frequent now than 6 months 
or a year ago. 

3. Dessainn in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

No unusual or peculiar developments in this jurisdiction. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this com- 
pare with the discounts of 1 year ago? 

Where the builder has a strong Tiencial background and the note 
is discounted with recourse to the builder, the discount is from 5 to 
10 percent. Where the builder must go outside of conventional bank- 
ing circles, the discount is 20 to 30 percent. We have heard of some 
discounts of up to 50 percent. We believe that the low FHA interest 
rate is partially responsible for the increase in secondary financing on 
conventional loans. 

Where the builder must pay big FHA discount he often finds it to 
his advantage to get conventional loans and take a chance on sec- 
ondary financing rather than pay the big discount. 


O. M. Howarp, Director. 
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Insuring office: New Orleans, La. September 22, 1959 


1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

In our opinion a majority of conventionally financed loans are sub- 
ject to secondary financing in the form of second mortgages, mostly 
savings and loan and insurance company loans. 

We have had no personal experience with land-sale contracts or con- 
tracts for deed although advertisements in the paper, via radio and 
television, indicate such procedures are prevalent. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? a year 


The frequency of use of secondary financing is increasing. It is now 
more than it was a year ago and has continued to increase in the past 
6 months. About a year ago building and loan associations began to 
make 80-percent loans and permitted second mortgages to be taken 
for almost the entire difference. In any instances we understand 
that the greater the sales price the less the actual equity is when the 
first and second mortgages are taken into consideration. The con- 
ventional financing with second mortgages appears to be a media by 
which builder-seller get away from the terrific discounts required on 
insured financing. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring Office jurisdiction. 

To our knowledge secondary financing used in the jurisdiction of 
this insuring office does not reflect any unusual or peculiar tendencies. 
but rather is the general or run-of-the-mill type. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, particu- 
larly in cases involving low-equity sales? How does this compare with 
the discounts of 1 year ago? 

The interest rate charged on second mortgages or in connection with 
secondary financing is usually 8 percent, the legal limit under Louisiana 
law. Generally, builder-seller or real-estate brokers retain these 
second mortgages. In certain instances these second mortgages have 
been discounted at 10 percent. This figure has not changed appre- 
ciably in the past year. 

H. Surron, Director. 


Insuring office: Shreveport, La. September 23, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

(a) Conventional mortgages involving transactions in excess of 
$25,000 generally have initial equity requirements established by cash 
payments. 

(6) Conventional mortgages involving transactions of less than 
$8,000 usually involve second mortgages and the improvements are 
generally substandard. 
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(c) Conventional mortgages involving transactions ranging from 
‘$8,000 to $25,000 are very-few as a result of local activity in both 
FHA and VA programs. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

Secondary financing in low-cost transactions involving substandard 
properties is customary in this jurisdiction. The activity in this field 
is showing evidence of decreasing mortgage funds as compared with a 
year ago. 

3. Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insuring 
office jurisdiction. 

Secondary mortgage financing on conventional loans on substandard 
housing accommodations is customary in this jurisdiction. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? ow ddes this compare 
with the discounts of 1 year ago? 

Prices at which second mortgages are discounted for substandard 
houses on conventional loans usually are the full amount that the 
market will bear in each transaction. This practice is typical and 
exists to the extent that money is available. 


Harry F. Auuen, Director. 


Insuring office: Bangor, Maine. September 21, 1959. 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

Contracts for a deed and second mortgages are sharply on the 
increase. In the case of contracts for a deed estimates place this 
‘device being used three to four times normal. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

Exact percentages are not available but secondary financing is 
increasing. It is being used considerably more than 6 months ago and 
the increase over a year ago is quite sharp. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

The only peculiar situation is the increase in secondary financing. 
Ordinarily there is very little in this area. Usually house sales can 
be financed without it, but now in many instances the seller is taking 
a second mortgage. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, particu- 
larly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

The discount is 10 percent with a 6-percent interest rate. This is 
the same as a year ago. The State law places a 12-percent ceiling on 
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yield and a payoff in a short period requires an adjustment. This 
tends to place a ceiling on discounts though there is an opinion that 
there may be a breakthrough. 

Joun H. Macen, Director. 


Insuring office: Baltimore, Md. September 28, 1959 


1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial a | required from the home borrower being used in the 
conventional mortgage sector in the current market? 

In the central city second mortgages, land-sale contracts, and 
hypothecation are financing devices utilized in low-priced homes 
bracket, ($13,000) and under, involving “for sale” housing. 

2. How does the frequency of use of secondary financing in the cur- 
rent, market compare with conditions existing, 6 months ago? a year 
ago 

Comparison about the same for 6 months, also 1 year ago. 

3. Describe in detail any developments in the use of secondary 
mortage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

None known. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, particu- 
7 in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

Unable to substantiate rumored prices; same situation applies to 
1 year agos 

C. H. Borcuerpina, Director. 


Insuring office: Boston, Mass. October 8, 1959 


1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

There is no activity in second mortgages in the current market. 

2. How does the frequency of use of secondary financing in the cur- 
ren market compare with conditions existing 6 months ago? A year 


There is no activity in second mortgages in the current market. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

None. 

4. What information do you have as to tle prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

No activity. 


, Director. 
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Insuring office: Detroit, Mich. October 12, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

Not too extensively in the past; however, might become more 

prevalent in the future due to high cost and lack of FHA mortgage 
money, 
2. How does the frequency of use of secondary financing in the cur- 
fae market compare with conditions existing 6 months ago? A year 
ago? 
Not too frequent a year ago; more frequent as FHA and VA mort- 
gage money is scarce. 

3. Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insuring 
office jurisdiction. 

None to my knowledge. We have always had sales on land contract 
with underlying conventional mortgages. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

One year ago 20 to 25 percent on land contracts. Now, 25 to 30 per- 
cent on land contracts. 

D. K. Hameporsxy, Director. 


Insuring office: Grand Rapids, Mich. September 23, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

As second mortgages are used only occasionally by builders, the 
volume is so small they can be disregarded. Land contracts have been 
and are extensively used in conventional home financing. It is diffi- 
cult to give a percentage as they are primarily used where the real 
estate, because of its age or location, will not qualify for a mortgage. 
For the purpose of your analysis, however, it can be assumed that 
40 percent of real estate sales are made by land contracts. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A 
year ago? 

As the use of land contracts increases as money tightens and de- 
creases as money is plentiful, it is estimated that the volume of land 
contract sales is up over 6 months ago, and considerably up over a 
year ago. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Sellers of properties sometimes rent to prospective purchasers until 
they have accumulated the required down payments for land contract 
sales, GI, or FHA mortgages. Sometimes property is sold on short- 
term land contract (4, 6, 9, or 12 months) in the expectation that the 
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buyer will be able to find financing within those periods. If he does: 
not, he is faced with full payment or loss of property, a vicious practice.. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, parti- 
cularly in cases involving low-equity sales? How does this compare: 
with the discounts of 1 year ago? 

Second mortgages can be ignored for reasons stated above. Prac-: 
tically all land contract sales carry an inflated price in the anticipation 
of later discounts. These range from no discount, 5, 10, 15, 20, and 
sometimes 30 percent, depending upon how seasoned the contract is,. 
the condition of the property, its location, and other factors 


Danie, TrRELEOUN, Director.. 


Insuring office: Minneapolis, Minn. September 23, 1959 

1. In your opinion, how extensively are second mortgages, land-sale. 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con-. 
ventional mortgage sector in the current market? 

Small amount, 10 percent. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? a year 
ago? 

Same. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

None. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in Sd jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

No second mortgages. We have contract for deeds. They are 
discounted at 15 to 20 percent. 

E. Bere, Director. 


Insuring office: Jackson, Miss. September 25, 1959 
1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 
Our best guess is that the type of financing referred to above occurs 
in some 20 to 30 percent of the homes involving conventional mort- 
ges with the higher figure being more nearly correct for lower cost. 
ouses and the low percentage more nearly applicable to the higher 
priced homes. 
2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? a year 


In our judgment there has been no substantial change in these condi- 
tions within the past 6 months nor within the past year except that 
there may be shigh 
above. 


tly fewer instances in properties of $15,000 cost and 
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3. Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insuring 
office jurisdiction. 

We are unaware of any widespread unusual developments in 
secondary mortgage financing in our area. However, the increase in 
popularity of the so-called shell homes may well lead to secondary 
financing for completion. This does not seem to be widespread as yet. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted 1n your jurisdiction, particu- 
larly in cases involving low-equity sales? How does this compare with 
the discounts of 1 year ago? 

We have no information nor any occasion to ascertain discounts 
involving second mortgage sales. There is no public market to our 
knowledge; this type of transaction usually being quite privately 
handled on both sides ot the transaction in our area. 

Burorp ZerGER, Director. 


Insuring office: Kansas City, Mo. September 21, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

Second mortgages, land sale contracts, contracts for deed and other 
equity reducing devices, are not extensively used in the conventional 
maxing market in this area. 

2. How does the frequency of use of secondary financing in the cur- 
rent, market compare with conditions existing 6 months ago? a year 
ago? 

Probably increasing since 6 months ago and a year ago. Higher 
interest rates and retinancing costs, including discounts, make the 
assumption of existing loans more attractive to borrowers. To take 
advantage of an outstanding low interest loan the borrower is willing 
to give a second mortgage. This is more evident in poor grade 
property. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

By agreement with lenders builders are willing to take back second 
mortgages where buyers are unable to make the full initial down- 
payment. The buyer makes payments on both the first and second 
mortgages at the lender’s place of business. As monthly payments 
are received the builder’s mortgage is credited with the payments. 
The builder receives the balance of the proceeds under the second 
mortgage when all payments have been made. This probabay is not 
a procedure peculiar to this area * * *. Less initial equity on the 


part of the borrower is being required by savings and loan associations 
under an arrangement with a commercial insurer whereby the upper 
20 percent of the loan is insured. Example: Sales price, $10,000; 
borrower’s downpayment, $1,000; 20 percent or $2,000 of a $9,000 
loan insured. Lender’s exposure, 70 percent. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
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ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

Discounts on second mortgages probably greater than 1 year ago, 
ranging from 50 percent on lower grade properties to 30 percent on 
better grade. 

James D. Cartun, Director. 


Insuring office: St. Louis, Mo. September 22, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

Used rather extensively by savings and loan institutions; not very 
often by insurance companies or savings banks. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? a 
year ago? 

High discounts on insured and guaranteed loans have resulted in 
greater volume of conventional financing, with resultant increase in 
secondary financing. Increase more marked in last 6 months. As 
more savings and loan associations increase ratios to 80 percent and 
90 percent volume will diminish. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

I believe the following procedures may be used. 

1. Share accounts, whereby builder takes back stock shares in 
lending institutions for amount of secondary financing. 

2. Builder would deposit sum of cash equal to second mortgage in 
savings account with lending institution not subject to withdrawal 
until loan is reduced to agreed amount. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, partic- 
ularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

Second mortgages being discounted as high as 10 percent per year. 
I believe this to be an increase over last year. 


G. Sirsa, Director. 


Insuring office: Helena, Mont. September 30, 1959 

1. In you opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

Second mortgages are not prevalent among lenders in Montana. 
Occasionally the seller of a property will take a second mortgage and 
hold it himself. There are a few cases where purchases are made 
through the use of contracts for deed and land-sale contracts. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? a 
year ago? 
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In view of the answer to No. 1, I am not aware of any market in 
this State for second mortgages. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

No comment. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? ec oes this compare 
with the discounts of 1 year ago? 


No information. 
V. W. Pomeroy, | 
(For Harry O. Duell, Director). 


Insuring office: Omaha, Nebr. September 23, 1959 


1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

There are very few second mortgages being taken with conventional 
loans. Land contract sales are increasing with the tightening of the 
mortgage market as are sales subject to existing mortgages carrying 
lower interest rates. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? a year 
ago? 

Land contract sales are increasing over what they were a year ago 
and also 6 months ago. 

3. Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insuring 
office jurisdiction. 

None. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

Discounts of 25 percent are common, which is about the same as a 
year ago. 

Russett M. Director. 


Insuring office: Reno, Nev. October 1, 1959 


1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

1. New construction: 35 percent of the homes are using secondary 
financing in the form of second mortgages and/or contracts of sale. 

2. Existing construction: 80 percent of the homes are using secon- 
dary financing. 


| 
| 
a. 
| 
| 
| 
| 
49963—60—_3 | 
| 


26 FINANCING DEVICES EMPLOYED IN MORTGAGE LENDING 


2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? 
a year ago? 

There is approximately 25 percent more secondary financing than 
6 months ago and 50 percent more than 1 year ago. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Take out financing is limited in northern Nevada. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of one year ago? 

Second mortgages are being purchased at a 20-percent discount. 

There has been no change in the discount rate during the past year. 


A. E. Houeate, Director. 


Insuring effice: Manchester, N.H. September 24, 1959 

1. In your opinion, how extensively are second mortgages, land- 
sale contracts, contracts for deed, or other devices designed to lower 
the intial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

Quite extensively in commercial properties. Not extensive in resi- 
dential properties. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? a year 
ago? 

This condition has been prevailing since the tight money situation 
m 1957. There has been no appreciable increase or decrease in the 
last year. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Massachusetts institutions are the only ones making the seconda 
mortgage financing available. Local lenders do not condone this 
method; however, they sometimes do not become aware of it until 
after their first mortgage transaction is completed. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this com- 
pare with the discounts of 1 year ago? 

Prices are always exorbitant. Interest rates are usually 6 percent; 
however, as much as 10 percent or more is added to the face of the 
second mortgage. Nos. 2, 3, and 4 apply to commercial mortgage 
loans. There is no problem on conventional residential mortgages. 


A. Haroup Kenpa.u, Director. 
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Insuring office: Camden, N.J. September 21, 1959 

1. {n your opinion, how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

In my opinion secondary financing in relation to conventional loans 
is negligible. It would only happen in a rare case of existing con- 
struction where the owner, due to hardship circumstances, might take 
a second mortgage, or in the case of the substandard property where 
FHA or VA financing is not possible. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? 
a year ago? 

No change. Frequency 6 months and a year ago negligible. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

None. I doubt there is any market for second mortgages. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of one year ago? 

Information concerning prices on second conventional loans does 
not come to our attention. We do not have occasion to get informa- 
tion on the price pattern upon which we could give an opinion. 


Y. AuBert, Director. 


Insuring office: Newark, N. J. September 23, 1959 

1. In your opinion, how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

The devices cited above are not apparent to this office. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

See reply to No. 1. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

There are not any new developments in use to our knowledge. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? Sve does this compare 
with the discounts of 1 year ago? 

Not any. 


Peter J. Loncanzo, Director. 
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Insuring office: Albuquerque, N. Mex. September 21, 1959 


1. In your opinion, how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

Frequently, with indications that a high percentage, 80 percent or 
more, may go this route as buyers with downpayments are decreasing 
in this area. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A 
year ago? 

More today, since portion of market going conventional has in- 
creased as discount on insured loans has risen. Last 6 months has 
seen largest portion of this rise. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Because of qualification requirements and time required to process, 
properties are being advertised for sale with “No qualifying, im- 
mediate possession.” This applies to conventionally financed as well 
- insured loans where an assumption and real estate contract take 

ace. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How dies this compare 
with the discounts of 1 year ago? 

Fifteen to thirty percent depending on quality of security and equity 
involved. Same spread of prices as 1 year ago. 

The percentage of conventional loans in comparison to insured loans 
is a small percentage of total loans in area served by this office, 

robably in neighborhood of not over 15 percent at present. This 

gure includes residential properties that would be ineligible under 
section 203(b) However, during past year an increase has taken place 
in conventionals, not over 2 to 3 percent, however. 


Grorce M. Cass, Director. 


Insuring office: Albany, N.Y. September 30, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

Second mortgages are very rarely used; land-sale contracts and 
contracts for deeds are used only in connection with junk property. 
Most banks and savings and loan associations will not take a first 
mortgage when it is known that a second mortgage or other junior 
lien is being placed on the property. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? a year 

There has been no change in the frequency of use over the past 
several years. 
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3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Increasing number of colored families are now in the market and 
there are a few real estate concerns which specialize in mortgage 
financing in order to sell properties to these people. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

It is believed that most second mortgages are discounted from 10 
to 20 percent. No change in the past year. 


T. E. Haniaan, Drector. 


Insuring office: Buffalo, N.Y. September 29, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

These devices are used in a limited degree. 

2. How does the frequency of use of secondary financing in the 
Garret market compare with conditions existing 6 months ago? a year 
ago! 

On increase; however, the 90-percent loan permitted for savings 
banks in New York State is a conditioning factor in this regard. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

None. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

From 10 to 30 percent. Slightly higher than a year ago. 


J. P. Downey, Director. 


Insuring office: Jamaica, N.Y. October 1, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

Limited use with respect to new construction. With respect to 
existing construction, prevalent in old neighborhoods with low-income 
occupancy. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? a 
year ago? 

Legislative authority granted to savings banks in New York State 
to make 90-percent conventional mortgages within past year has 
lessened incidence of secondary financing with respect to new con- 
struction and existing construction less than 10 years old. 
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3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Recent increase in participation of savings and loan associations in 
making second mortgages. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

Large discounts on second mortgages on old properties in old 
neighborhoods. Moderate discounts otherwise. No marked fluctua- 
tion between present and 1 year ago. 


Henry Scuneiper, Jr., Director. 


Insuring office: Greensboro, N.C. October 1, 1959 


1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

Very seldom used. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? a year 

0? 

A slight increase in recent months because of increasing discounts in 
FHA paper. 

3. Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insuring 
office jurisdiction. 

A new plan has been recently instituted by some of the savings and 
loan associations whereby the first deed of trust is executed to cover 
the amount the lending institution is willing to lend on a conventional 
basis, plus the amount to be held for the seller. A stock certificate is 
issued in the name of the seller, which is held in escrow until such time 
as the loan is paid down to an amount which the lending institution con- 
siders safe. For instance, if the appraised value of a property is 
$10,000 and the maximum conventional loan is 75 percent and the 
mortgagor needs a 90-percent loan, the deed of trust will be made in 
the amount of $9,000; $7,500 would be disbursed upon closing of the 
loan and a stock certificate in the amount of $1,500 would be issued in 
the name of the seller. The stock certificate would be held until such 
time as the lending institution would feel it was safe to release same. 
This is frowned upon by many of the savings and loan institutions 
because of the fact that should the seller attempt to “shop” his equity 
in the paper held in escrow, it would lead to confusion among the 
smaller investors in the institution as to the true value of the stock. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, particu- 
larly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

We are unable to learn of any transactions in which paper previously 
described has been Tecsunted. Those institutions mating this type 


of loan are very careful to avoid the transaction if there is any indica- 
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tion that the paper will be “shopped.” It is our understanding that 
this type of arrangement is usually confined to sellers who are promi- 
nent stockholders in the lending institution. 


R. F. Cunnineuam, Director. 


Insuring office: Fargo, N. Dak. September 30, 1959 

1. In your opinion, how extensively are second mortages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

Second mortgages are being used in this area. We have no specific 
knowledge as to how extensive the use is, but estimate it is at least 
15 percent or more of the transactions. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? 
a year ago? 

About the same. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

None. 

Frep B. Inestow, Director. 


Insuring office: Cincinnati, Ohio September 25, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgege sector in the current market? 

It is the opinion of this office that the use of second mortgages, land 
contracts, and other equity accumulation plans are being extensively 
used in the conventional market. These are occasioned primarily 
from the inability of builders and sellers to absorb the excessive 
discounts in order to obtain FHA and VA financing. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? 
a year ago? 

It appears that the use of secondary financing on conventional loans 
has increased during the past 6 months and a year ago. This, how- 
ever, cannot be substantiated by factual data and is merely a con- 
sensus of opinion. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

A number of builders are using conventional financing, taking back 
second mortgages carrying a 6-percent rate on an amortized basis. 
It is our understanding the amounts of the second mortgages are not 
excessive, and in many instances, cover only the amount of discounts 
that the builder would have to pay in order to get FHA or VA financ- 
ing. Under the conventional plan the builder stands a chance to 
ultimately recover the amounts which, had they been paid as discounts, 
would have been a total loss. 
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4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, particu- 
larly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

We have no information with respect to the discounting of second 
mortgages in this area, and it is felt that any discounting that may 
exist would be at a very minimum figure. 


Epwarp C. Director. 


Insuring office: Cleveland, Ohio September 30, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

Apparently the use of secondary financing is very prevalent in the 
conventional mortgage field, particularly with reference to middle and 
high priced properties. Land contracts are, as a rule, confined to 
lower price or older homes. Our title I section advises that approxi- 
mately 60 percent of their claims involve properties which were pur- 
chased on land contracts. In a speech made before the Ohio Associa- 
tion of Real Estate Boards in Cleveland recently the speaker, con- 
sidered to be a reliable source, said ‘‘the increasing number of second 
mortgages and land contracts is distressing to us in the industry.” 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A year 

0? 

a is evident that secondary financing has been on the increase over 
the past 2-year period. We can only estimate, but believe it to be 
greater today that it was 6 months or a year ago. The tightness of 
money largely contributes to this situation. 

3. Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insuring 
office jurisdiction. 

Some lenders, this practice is largely confined to savings and loan 
institutions, make a loan greater than their legal limit if the builder, 
seller, or other deposits the difference in an impounded account which 
is pledged until such time as the loan is reduced to the legal limit. 

4. at information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How bes this compare 
with the discounts of 1 year ago? 

Second mortgage loans for 5 years bearing 6 or 7 percent interest 
are discounted as much as 25 percent. This same discount prevailed 
as long as 2 years ago, but one lender willing to supply information 
jndicated that they were extremely selective at the present time. 


Wituiam H. Hackman, Director. 
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Insuring office: Columbus, Ohio September 24, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

Quite extensively—we do not believe it can be expressed percentage- 
wise. The practice is particularly prevalent in the $10,000 to $13,000 
price class. These devices are used many times to close sales which 
could not be made in any other way, rather than the lowering of 
equity as stated in the question. These devices avert the discount 
incident to FHA loans which have been ranging to 13 percent under 
the 5\-percent interest rate. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? 
A year ago? 

Currently it is decidedly more than 6 months and a year ago. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

A number of savings and loans are now charging sellers top discounts 
on FHA loans which may or may not be originated for their own 
portfolios. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

Usually carrying 6 percent interest rate, sometimes bigher and are 
being discounted from 30 percent to 50 percent which is higher than 
a year ago. 

Forrest P. Smirn, Director. 


Insuring office: Oklahoma City, Okla. September 25, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

The Director concurs in the opinion expressed by the chief mortgage 
credit examiner as set out in the attached memorandum to the chief 
underwriter. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

Same as No. 1. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Same as No. 1. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How | hee this compare 
with the discounts of 1 year ago? 

We have been unable to obtain any information from a reliable 
sources about this matter. 


J. O. Ferauson, Director. 
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September 25, 1959. 
To: Mr. Arthur B. Kinnison, chief underwriter. 
From: L. A. Folsom, chief mortgage credit examiner. 
Subject: Secondary mortgage financing. 


Mr. Hillier’s letter of September 15, 1959, requests information re- 
garding secondary mortgage financing. 

1. From information received, second mortgages are used to some 
degree, but not unless the buyer can stand payments on a first and 
second mortgage. I don’t think land-sale contracts and contracts for 
deed are used as much now as in previous years. The most widely 
used device in conventional mortgages now is the stock deal. 

For example, if the maximum conventional loan available on a piece 
of property is $16,000, but the buyer needs $18,000, the seller, builder, 
or some other interested party would put $2,000 in the Building and 
Loan and be issued stock. As the buyer paid off each $200 of princi- 
pal, the stockholder would be paid $100 until he was repaid if he so 
desired. This is not really secondary financing but a higher ratio first 
mortgage loan. 

2. Secondary financing now is used less, I believe, than in the past 
because of much higher ratio of loan to value now than previously. 

3. None, particularly, except occasionally funds are borrowed on 
open notes and these are ordinarily found and corrected or rejected in 
processing. This is a form of secondary financing. 

4. I don’t have any information on this question. 


L. A. Fotsom. 


Insuring office: Tulsa, Okla. September 21, 1959 


1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

Answer. (a) Second mortgage financing in the conventional mort- 
gage sector of the current market occurs frequently. 

(6) The land contract is seldom used. 

(c) A device known as “‘collateralizing” is used extensively by many 
savings and loan associations throughout our territory. 


COLLATERALIZING 


In this process, savings and loan associations finance home purchases 
with small downpayments and retain a reserve in a tied-up savings 
account. 

For example: A house sold for $10,000 which normally would carry, 
say a $7,000 mortgage, and which was sold with a downpayment of 
$1,000 would be handled in the following manner. 

The mortgage would be written for $9,000 and $7,000 would be the 
actual amount paid out to the builder or seller—the remainder, $2,000, 
is credited to a savings account in the seller’s name and withdrawals 
are restricted for a certain number of years. In this example it 
would probably be 5 years. Interest rates on these loans would ex- 
ceed the FHA rate. 


OS 


ow 


FINANCING DEVICES EMPLOYED IN MORTGAGE LENDING 35 


2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A year 
ago! 

ag hy Slightly higher in both instances. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Answer. Employees of large oil companies, which make up the 
majority of Tulsa’s work force, have always been confronted with the 
possibility of transfers to other offices outside the city or State. Dur- 
ing the past year, however, several large oil and related companies 
moved their offices to other cities. As a result, these employees are 
forced to sell their homes. Because of the time element and because 
many of them live in the same general neighborhoods, these home 
offerings become very competitive. Sales are made attractive by 
offers of assumption deals, often with second mortgages. Some even 
price their homes below acquisition cost. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, particu- 
larly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

Answer. Prices currently quoted for second mortgage purchase dis- 
counts range from 50 to 60 percent with very little or no activity. 
Most investors shy from second mortgages and there has been little 
change in this rate for the past 5 years. 


Hvueu M. Praruemr, Director. 


Insuring office: Portland, Oreg. October 1, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

Current practice in this type financing not extensive and infrequent. 
Mortgagees selling conventional mortgages required to analyze credit 
closely where secondary financing involved. Secondary financing 
with second mortgages generally limited to 5 percent of sales price 
or minimum equities of 15 and 20 percent required in property. The 
majority of outlets do not purchase mortgages where secondary 
mortgage debt is involved. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? 
A year ago? 

Frequency | year ago, same. 

Frequency 6 months ago, slight increase. Increase caused partially 
by available 75 percent conventional loans, permitting some secondary 
financing as per rates above. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

In a few instances builders have sold on contract with contract to 
expire after 6 months for the purpose of builder to avoid discount 
price for refinancing transaction through FHA. This practice is nil. 
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4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? es oes this compare 
with the discounts of 1 year ago? 

Discount range 5 to 30 percent. Green contracts little equity; long 
term draw high percentage. Paper written at 6 percent and better 
may sell for par. No change in these rates in past year. Prosperity 
of the country, together with high discount rates and other costs, 
has caused great increase in sale of older properties by owner on con- 
tract. These contracts attractive, are good investments, and are not 
placed on open market in large volume. 


Oscar Peprerson, Director. 


Insuring office: Philadelphia, Pa. September 25, 1959 


1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

There appears to be very little secondary financing in the conven- 
tional mortgage market in this area. Practically all of the large 
conventional lenders forbid secondary financing in their conventional 
commitments. 

2. How does the frequency of use of secondary financing in the cur- 
rent, market compare with conditions existing 6 months ago? <A year 

07 

The secondary financing situation in this area is the same now as 
it was 6 months and a year ago. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your in- 
suring office jurisdiction. 

In a few cases, savings and loan associations may grant a higher 
loan secured by stock of the seller. 

Speculators in changing neighborhoods resort in many cases to lease- 
purchase contracts so that in the event of default they can gain pos- 
session of property easily and inexpensively. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

We are unable to ascertain what second mortgages are being dis- 
counted at the present time and we have no information as to the 
price of same 1 year ago. 

A. Director. 


Insuring office: Pittsburgh, Pa. September 30, 1959 

In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the 
sector in the current market? 


Answer: To a very limited extent. 
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2. How does the frequency of use of secondary ——— in the 
current market compare with conditions existing 6 months ago? 
A year ago? 

Answer. About the same. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

wer. To my knowledge there are no developments which could 
be considered unusual or peculiar to this insuring office jurisdiction. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, partic- 
ularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

Answer. So far as I know, there is no market at all for second mort- 
gages. A market for second mortgages in this area practically dis- 
appeared with the 1929 collapse in which such paper became worthless. 

e situation is no different now than it was a year ago. 


Sipngy E. Rosensuvm, Director. 


Insuring office: Providence, R. I. September 18, 1959 

1. In your opinion, how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

Secondary mortgaging devices are not used extensively in this area. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 

ear ago? 
f To the degree that secondary financing is used in this area, it could 
be said to be more frequent than a year ago. Basically, however, its 
use is the exception rather than the rule. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

None. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this com- 
pare with the discounts of 1 year ago? 

No activity. 

Cuaries J. McCasz, Director. 


Insuring office: Columbia, S.C. September 28, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

It is our opinion, supported only by conversations with several 
“second paper” operators in Columbia, that second mortgages, sales 
contracts, or comparable devices are being used in about one-third of 
the conventional mortgage transactions in this jurisdiction. This 
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estimate applies to conventional mortgages on homes as well as to all 
other types of conventional real estate mortgages. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? 
A year ago? 

‘he tight money market has forced a number of builders out of 
business. Since many of these operators were dependent upon second- 
ary financing to close sales, we say that the proportion of second mort- 
gages has declined since 6 months or a year ago. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Whether or not it is peculiar to our jurisdiction we don’t know, but 
recently we were told about several second mortgages containing 
rather unusual terms of repayment. These mortgages purported to 
be in amount $1,500 at 6 percent for 15 years. The terms were stated 
as “pay $60 per year for 15 years and the holder of this mortgage will 
then record satisfaction of same.”’ In these cases, of course, the 
required payments wouldn’t even cover the accruals of interest. 
Obviously, the builder could afford to shade his price $1,500, but was 
reluctant to do so because of the depressing effect that the reduced 

rice might have on future sales. Probably he just took a more or 
ess fictitious mortgage in order to be able to tell former purchasers 
and future prospects that he had never cut his price to anyone. In 
short, a snide sales gimmick; an ineffectual bit of chicanery. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

In South Carolina it is not uncommon for a seller to give his “bond 
for title” or an “option to purchase’ providing for the payment of 
only one monthly installment initially and installment payments 
subsequently until a third of the purchase price has been paid when 
he will give a deed and take a mortgage for the balance due. This 
type contract is seldom traded at any price. The price of second 
mortgages varies from 15 to 80 cents on the dollar, depending largely 
upon the term of the mortgage and the ratio of total mortgage amount 
to value. For example: In case a property worth $10,000 were 
encumbered by two 10-year mortgages at 6 and 7 percent in amounts 
$9,000 and $1,000, respectively, the second mortgage probably 
wouldn’t sell for more than 15 percent of its face if a buyer could be 
found at any price. On the other hand, if a solid citizen owned a 
$20,000 property with two 5-year mortgages on it in amounts $9,000 
and $1,000 the junior lien would sell for 80 cents p.d. although this 
is admittedly a somewhat exaggerated example. There has been little 
change in the secondary market prices during the past year. 


W. E. Moore, Director. 
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Insuring office: Sioux Falls, S. Dak. September 22, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

Negligible percentage. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

No increase during either period. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

We know of no unusual or peculiar developments to report. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

We know of no transactions of discounts on second mortgages. 


N. 1. Buecen, Director. 


Insuring office: Knoxville, Tenn. September 30, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

Second mortgages in connection with conventional mortgage financ- 
ing are used in less than 10 percent of sales transactions in our area. 
Land-sale contracts are seldom, if ever, used. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

Secondary financing has increased slightly during the past 6 months. 
This seems to be more prevalent in instances where the property is 
already financed with low-interest rate loan and the seller would agree 
to take back a small second mortgage to avoid writing a new mortgage 
and having to pay a discount. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

We do not know of any unusual or peculiar type of secondary 
mortgage financing in our area. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, partic- 
ularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

Second mortgages in our jurisdiction would usually carry the max- 
imum 6-percent rate allowed under our State law. These second 
mortgages are seldom discounted, if so the rate would range as low 
as 5 percent. This would be slightly higher than a year ago. 


Frep R. Buatr, Director. 
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Insuring office: Memphis, Tenn. . September 25, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial cuney required from the home borrower being used in the 
conventional mortgage sector in the current market? 

Second mortgages are used quite extensively in the resale of older 
houses by the assumption of the existing mortgage of record. They 
are being used in the above-medium-price house on new construction 
in many instances. 

Very small activity in land-sale contracts and contracts for deeds. 

2. ai does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? 
A year ago? 

ncreased over 6 months ago and predominately increased since a 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

The changing and increasing discounts in the secondary mortgage 
market, in our opinion, have influenced the second mortgage situation 
that exists today. Owners of older properties who desire to sell cannot. 
afford to pay the high costs established against the seller because, in 
many instances, this cost exceeds their equity in the property. In 
very few instances today can an existing homeowner ha his prop- 
erty for less than an expense of 15 percent. On a $10,000 house this 
would mean $1,500 of his equity faded away in fees and charges. 
Therefore, the purchasers of such property make a downpayment as 
much as are and the seller takes in return the second mortgage 
and the assumption of the existing mortgage. The seller has a better 
chance of salvaging his equity through the second mortgage procedure 
and may realize more in the end than he would on a straight sale 
involving a refinancing transaction. On new construction, particu- 
larly in the above-the-medium-price house, many builders have found 
it more profitable to go into this field. The competition of the low- 
and medium-price house, together with the high fees, charges, dis- 
counts, et cetera, that a builder must pay, is such that he cannot. 
make more than 5 percent profit on a new house in this price range. 
Savings and loan associations, we understand, have been predominant. 
in encouraging builders to enter the conventional financing market. 
in the above-middle-price range. They will make an 80-percent loan 
(notwithstanding they have authority under certain conditions to 
make a 90 percent loan but in this area very few savings and loan asso- 
ciations have gone that high), they will permit a second mortgage 
junior to their first on selected mortgagors up to 10 percent of the 
appraised value. This means that the purchaser then has a cash 
equity of 10 percent plus closing costs and the builder and/or seller 
retains the 10-percent second mortgage which usually will run for a 
period of about 3 years. This builder then will discount that second 
mortgage, realizing more cash than he would if he had to pay a 6-point 
discount on a $10,000 low-price house. In other instances where a 
long-term second mortgage is involved, such as that retained by the 
seller of an older or existing house, he will either hold the mortgage 
and collect as much as possible, or if he resells it to people in that. 
position it will be discounted very heavily. 
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Some insurance companies which make 66%-percent loans, in in- 
stances, will permit second. mortgage financing although they do not 
make the loans. In addition, lenders who are operating under the 
Small Loan Act, such as finance and thrift companies, have been 
active in the second mortgage field, as well as hip-pocket lenders and 
note-shavers who peddle the notes to individuals. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

Discounts on second mortgages, short term not to exceed 3 years, 
range from 10 to 15 percent; on long term, from 25 to 50 percent; 
depending upon the financial position of the mortgagor, his depend- 
ability, value of the property, and other pertinent factors. 


J. E. Kerwin, Director. 


Insuring office: Dallas, Tex. September 28, 1959 


1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

It is our opinion that second mortgages, contracts for deed, or other 
devices designed to lower the cash equity requirement to the purchaser 
are being used in possibly 30 to 40 percent of the cases handled under 
conventional mortgages. This percentage is only an estimate but is 
as accurate as possible to obtain from information available to our 
staff personnel without resorting to special research or specific inquiries 
to lending institutions generally. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

On the basis of available information, secondary financing in the 
current market appears to be used in about the same percentage of 
sales today as it was 6 months ago with the percentage materially 
increased over a year ago. This, we believe, is due to the fact that the 
percentage of purchasers with sufficient cash reserves to meet the full 
downpayment has decreased considerably. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

We have not been advised of any unusual or new developments in 
the methods used in secondary financing. Sales are still being made 
on the basis of second mortgages as part of the downpayment and on 
contracts for deed with equity accumulation. Due to the scarcity of 
cash on hand for the downpayment on the part of the purchasers and 
recent heavy FHA and GI discounts, it is believed that builders and 
sellers of existing properties are developing more than the usual amount 
of sales involving secondary financing. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 
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Information is scarce and variable as to the discounts at which 
second mortgages are being sold. We have been advised that some 
second mortgages have been offered at 5-percent discount per year 
which would indicate a 5-year second mortgage selling at a 25-percent 
discount and a 10-year mortgage at a 50-percent discount. We are 
of the opinion that most of the second mortgages are being retained 
by the builders and sellers. 

Cuarues, Director. 


Insuring office: Fort Worth, Tex. October 1, 1959 

1. In your opinion, how extensively are second mortgages, land- 
sale contracts, contracts for deed or other devices designed to lower 
the initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

About 70 percent of current real estate sales involving conventional 
financing are made with the assistance of second mortgages, contracts 
for deed or other devices. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing six months ago? 
A i ago? 

No change. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

No unusual or peculiar developments or practices have been 
observed. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? ion oes this compare 
with the discounts of one year ago? 

Second mortgages when sold generally carry a discount of from 30 
to 50 percent. This price is about the same as it was a year ago. 


AprIAN Assistant Director. 


Insuring office: Houston, Tex. September 22, 1959 

1. In your opinion, how extensively are second mortgages, land- 
sale contracts, contracts for deed or other devices designed to lower 
the initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

There are comparatively few second mortgages, land-sale contracts, 
etc., used in this area. Probably not over 10 percent of the conven- 
tional mortgage volume makes use of secondary financing. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? 
A year ago? 

There as been no change in this practice in the past several years. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

The only unusual feature of secondary mortgage financing in this 
area is that practically all second mortgages are retained by the 
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seller of the property since there is no secondary market for them in 
this area. ; 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago. 

The approximate discount on second mortgages is from 30 to 40 
percent at this time. Last year the discounts were running approxi- 
mately 20 to 30 percent; however, it should again be stated that there 
is comparatively little market in this area for second mortgages. 


Kerra McCanse, Director. 


Insuring office: Lubbock, Tez. September 29, 1959 

1. In your opinion, how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

We have, on occasion, received information indicating secondary 
mortgages are being given to lower the initial equity in the conven- 
tional mortgage sector. Also, that double contracts and balooned 
appraisals are being used to obtain high-percentage conventional loans. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A year 
ago? 

“We are of the opinion that there has been no appreciable change in 
the past year in our jurisdiction with respect to the use of secondary 
financing. 

3. Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insuring 
office jurisdiction. 

We know of no developments that would be unusual or peculiar to 
the Lubbock insuring office jurisdiction. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

We are of the opinion that secondary mortgages are currently being 
discounted at approximately 10 percent, which is comparable to the 
price of 1 year ago. The going rate of interest on these secondary 
mortgages is approximately 2 or 3 percent greater than the first 
mortgage. 


T. R. Musen, Director. 


Insuring office: San Antonio, Tex. September 30, 1959 


1. In your opinion, how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the 
sector in the current market? 

Very few. In the larger, higher range (above $20,000) builders 
are able to obtain 80 percent loans. If taken, the first and second liens 
rarely exceed 80 percent of sales price. There are also second liens 
taken in connection with assumption deals on low-priced properties. 
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2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

More than 6 months ago and more than | year ago. 

Buyers appear better informed and are hesitant in giving second 
liens—payments too high. But circumstances are forcing them into 
accepting the second lien mortgage. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Apparently, as interest rates and discounts increase, the tendency 
to take second liens in connection with sales on assumption increases. 

4. (a) What information do you have as to the prices at which 
second mortgages are currently being discounted in your jurisdiction, 
particularly in cases involving low-equity sales? (b) How does this 
compare with the discounts of 1 year ago? 

(a) From 30 to 50 percent. Approximately 50 percent is available 
when pledged as collateral with recourse. (b) Discount higher than 
1 yeer ago. 

This report is in accordance with the consensus of opinion; however, 
in order to verify that second lien financing is on the increase, we 
checked the deed records for Bexar County through the commercial 
recorder over a short period of time. Out of 248 instruments recorded, 
19 indicated there was a second lien note; however, many of these 
were in connection with very small first liens and apparently low-cost 
properties. Some of the second liens were for just nominal amounts. 

It appears that, as indicated under question 3, as interest rates and 
discounts increase, there is a tendency to transfer properties on an 
assumption basis and create a second lien for a portion of the equity 
rather than to recast a mortgage at the higher interest rate, and also 
meeting the requirements of the new mortgagee for higher discount 
rates. 

S. Mareranp, Director. 


Insuring office: Salt Lake City, Utah September 25, 1959 


1. In your opinion, how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

Quite extensively by certain types of lenders, i.e., savings and loan 
associations, strictly mortgage companies, ete., especially on more 
expensive property. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? a 
year ago? 

Slightly higher in both instances. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

No new developments. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
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ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

No ready market for second mortgages or equities in which a sales 
contract and mortgage are involved discounted 50 to 60 percent. 


Henry P. Kipp, Director. 


Insuring office: Burlington, Vt. September 25, 1959 


1. In your opinion, how extensively are second mortgages, land-sale 
contracts, contracts for deed, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

Devices to lower the initial equity of a home buyer, as mentioned 
above, are used in a very negligible number of loans in Vermont. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? 
A year ago? 

Secondary financing has increased very little in Vermont in the 
periods mentioned above. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

No unusual developments in secondary mortgage financing has come 
to the attention of this office. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How dons this compare 
with the discounts of 1 year ago? 

Second mortgages are not discounted in Vermont to our knowledge. 


Donatp L. Director. 


Insuring office: Richmond, Va. September 29, 1959 


1. In your opinion, how extensively are second mortgages, land- 
sale contracts, contracts for deed, or other devices designed to lower 
the initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

Second mortgages are being used in the current market by the 
typical conventional mortgage lender such as building and loan 
associations, controlling about 75 percent of the market in approxi- 
mately 70 percent of their transactions. Other conventional mortgage 
lenders such as banks, life insurance companies, and independent 
mortgage brokers, due to their equity requirements, frown upon 
second mortgages. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? a 
year ago? 

Six months ago: Second mortgages are being used more in the 
current market than 6 months ago. Year ago: The use of second 
mortgages has increased recently due to the discount rate. 

3. ‘Deseiis in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 
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Some builders and sellers in the current market, to avoid payments 
of high discounts and to lower equity requirements, are taking second 
mortgages. The builders’ and sellers’ problem is to lower the current 
discount rate. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

It is estimated that the discount rate would be from 20 to 30 
percent. Current discounts comparable to a year ago. 


H. Sewarp, Director. 


Insuring office: Seattle, Wash. September 25, 1959 

1. In your opinion, how extensively are second mortgages, land- 
sale contracts, contracts for deed, or other devices designed to lower 
the initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

Secondary financing in connection with conventional mortgages is 
not prevalent in this area. Discouraged since investors object to 
second mortgages. On other hand, sales contracts for deed are used 
extensively to avoid high discounts and where buyers cannot meet 
equity requirements. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? A 
year ago? 

Little change in last 6 months but less use than year ago due to 
fact that secondary market has increased the percentage of loan they 
will purchase where a substantial equity exists. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Basically, no unusual or peculiar developments. Existing redemp- 
tion laws of State of Washington making foreclosure more difficult 
has resulted in unusual financing hardships leading to higher discounts. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

Very little discounting of second mortgages and other forms of 
secondary financing. Discount not to exceed 2 to 3 points. On 
other hand, real estate contracts require relatively high discounts 
varying from 10 to 30 percent with typical 10 to 15 percent. Higher 
than vear ago. 


C. W. Broom, Director. 
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Insuring office: Spokane, Wash. September 22, 1959 

1. In your opinion, how extensively are second mortgages, land-sale 
contracts, contracts for deéd, or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

Very extensive this area. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A year 
ago? 

Six months, same; 1 year, same. 

3. Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insuring 
office jurisdiction. 

Very extensive use of contract for deed and second mortgage has 
been prevalent in this area for years. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? fens does this compare 
with the discounts of 1 year ago? 

Present, 30 to 50; 1 year ago, 20 to 50. 


W. A. Director. 


Insuring office: Charleston, W. Va. September 29, 1959 
1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 
In urban areas, approximately 24 percent of conventional loans are 
closed with second mortgages. In rural areas, there is less activity of 


this type. 

2. Her does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A 
year ago? 

In April, the urban areas figure was approximately 16 percent; in 
August 1958, approximately 25 percent. 

3. Describe in detail any developments in the use of secondary mort- 
gage financing which you consider unusual or peculiar to your insur- 
ing office jurisdiction. 

othing to report. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

Second mortgages usually held by sellers at 6 percent rate. Dis- 
counting of these mortgages to buyers are made at highest rate in- 
dividual will bear, often up to 30 percent or more. These buyers are 
not licensed, and operate as individuals. There is no change in this 
procedure or discounts from year ago. 


W. Hersert Wetca, Director. 
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Insuring office: Milwaukee, Wis. September 30, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the con- 
ventional mortgage sector in the current market? 

Equity accumulation devices and second mortgages used rather 
extensively during past year on transactions involving new construc- 
tion. Not too much use on existing construction. On existing 

roperties which are hard to sell, there is some secondary financing 
involved and a considerable amount of trading is prevalent. 

2. How does the frequency of use of secondary financing in the current 
market compare with conditions existing 6 months ago? A year ago? 

Secondary financing in current market compares to conditions exist- 
ing 6 months ago and also a year ago. Most builders in this area used 
conventional financing coupled with secondary financing exclusively 
because they were unable to get either VA or FHA loans for their 
purchasers except at tremendous discounts. It is anticipated that 
since our Commissioner has raised the FHA maximum interest rate 
to 5% percent, FHA financing will be used more extensively, thus 
reducing the use of secondary financing. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Apparently throughout the Nation, secondary financing has been 
rh extensively, thus producing a condition that could have disas- 
trous results. This vicious practice undoubtedly will cause the 
foreclosure rate of rise and eventually have a depressing effect on the 
real estate market in general. Nothing peculiar to Wisconsin. In 
another area certain savings and loan associations agreed to make 
70 percent loans to purchasers of builder’s houses, the builders would 
take second mortgages for varying amounts of the downpayments. 
The savings and loan associations require that payments on the second 
mortgages be made to their institutions to be held in escrow by them. 
They pay the current savings interest rate on the balances so held. 
When the balances in escrow are sufficient to pay off the second mort- 
gages, the morienges are canceled and the funds released to the 

uilders. The builders in effect have principally their profit tied up 
(or invested) during .this period, at say 6 percent, plus the interest 
rate on savings. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

Present discounts on second mortgages taken in connection with 
low-equity sales appear to be from 25 to 40 percent. This compares 
favorably with a year ago. 


A. N. Lenroor, Jr., Director. 
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Insuring office: Casper, Wyo. September 24, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the 
donveationsl sector in the current market? 

Approximately 10 percent of total business stated above use second 
mortgages. 

2. How does the frequency of use of secondary financing in the cur- 
rent market compare with conditions existing 6 months ago? A 
year ago? 

About the same as 6 months ago, more than a year ago. ; 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

None known. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, par- 
ticularly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 

Discounted to 75 percent of face value, higher than 1 year ago. 


F. S. Boyer, Director. 


Insuring office: Honolulu, Hawaii September 23, 1959 

1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

(a) Second mortgages are not extensively used in this area. 

(b) Land-sale contracts are quite prevalent. Local banks and 
mortgage companies do not generally lend money on unimproved land. 

(c) Conteneee for deed or contracts for sale, as they are known in 
this locality, are widely used. They are expecially common in trans- 
actions where the prices are high and considerably above the maximum 
loan amount which a bank or mortgage company will grant on any 
given property. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? a 
year ago? 

No significant change in frequency of secondary financing has 
occurred during the last 6 months or year. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

No unusual or peculiar developments have been noted in this 
jurisdiction. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, particu- 
larly in cases involving low-equity sales? How does this compare 
with the discounts of 1 year ago? 
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Rates for interest on second mortgages vary from 8 to 10 percent 
with discount rates of 10 to 20 percent. These differences result 
from the variations in location and amount of equity involved in the 
transaction. Average rates appear to be 8 percent for interest and 
15 percent for discount. On contracts for sale or contracts for deed 
the interest rate is currently at about 614 percent. These percentages 
have varied little compared with those of 1 year ago. 


K. Tim Yer, Director. 


Insuring office: Santurce, P.R. September 23, 1959 


1. In your opinion how extensively are second mortgages, land-sale 
contracts, contracts for deed or other devices designed to lower the 
initial equity required from the home borrower being used in the 
conventional mortgage sector in the current market? 

Over 50 percent of the home buyers having a conventional first 
mantaees are also carrying a second mortgage. 

2. How does the frequency of use of secondary financing in the 
current market compare with conditions existing 6 months ago? 
A year ago? 

Secondary financing in the current market is slightly higher than 
that existing 6 months ago. The same condition prevails compared 
to that of 1 year ago. 

3. Describe in detail any developments in the use of secondary 
mortgage financing which you consider unusual or peculiar to your 
insuring office jurisdiction. 

Land sale contracts or bond for deeds are not used within the 
jurisdiction of this office. 

4. What information do you have as to the prices at which second 
mortgages are currently being discounted in your jurisdiction, partic- 
ularly in cases involving low-equity sales? ow does this compare 
with the discounts of 1 year ago? 

The greater proportion of second mortgages is taken by builders 
who use them as collateral in the purchasing of building materials. 


V. W. Epvarp, Director. 


VETERANS’ ADMINISTRATION 


SEPTEMBER 3, 1959. 
Mr. SumNerR G. 
Administrator of Veterans’ Affairs, 
Veterans’ Administration, 
Washington, D.C. 

Dear Mr. Wuirtier: I am sure you will recall that about 2 years 
ago my housing subcommittee became concerned over the prevalence 

second mortgage financing and other potentially troublesome fi- 
nancing practices in the conventional loan sector of the mortgage 
market. At that time your agency, among other agencies with an 
interest in the mortgage credit field, was most cooperative in pro- 
viding the subcommittee with the results of an opinion survey of your 
field offices. 

The general concern over the high incidence of second mortgage 
financing and other undesirable practices in the conventional loan 
field which developed at that time was, of course, lessened during the 
1957-58 recession when mortgage credit became more readily avail- 
able for high loan-to-value ratio guaranteed and insured mortgages. 
With the passing of the recession and the reappearance of the tight 
mortgage market, aggravated in my judgment by restrictive monetary 
policies, I am again becoming concerned over the increasing reports 
of the use of second mortgage financing and land-sale contracts in 
the conventional loan field. 

With builders in some areas experiencing difficulty in obtaining 
FHA and GI financing in the current tight money market, understand- 
able pressure is created to maintain sales volume by offering buyers 
low downpayments in connection with conventional loans. As you 
know, this objective can be achieved through the second mortgage 
device, through land-sale contracts or contracts for deed, and other 
devices which seek to lower the initial equity required from the home 
buyer. 

think that most everyone would agree that these devices are 
risky for the seller and can have the most undesirable consequences 
for the home buyer since the financing terms are such as to make him 
extremely vulnerable to periods of unemployment or reduced income. 
Those of us who recall the topheavy vulnerable mortgage structure 
of the 1920’s cannot help but have a feeling of alarm if similar practices 
become widespread. 

I recognize that under the VA program there is little incentive to 
second-mortgage financing and that in the few cases where it may be 
employed the terms of the second mortgage must have the prior 
approval of your agency. My primary concern is in the conventional 
loan field, and I recall that 2 years ago your loan guaranty officers 
were able to call upon their experience and knowledge in the mortgage 
field to provide us with a very knowledgeable description of conven- 
tional financing practices typical in their area. Accordingly, I would 
appreciate it very much if you could have your staff review the reports 
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submitted 2 years ago and undertake a similar survey for the com- 
mittee this fall. Our subcommittee will be exploring this subject 
during adjournment, and I am certain that a report from your agency 
similar to the one furnished 2 years ago will be most helpful to us. 

I realize of course that your field personnel are under a heavy work 
schedule and for this reason I am not suggesting an opinion survey 
which would require research or extensive outside inquiries on the 
part of your field personnel. Rather I have in mind a relatively brief 
report to your central office which would summarize their views as to 
whether practices of this kind are going on in connection with conven- 
tional loans in their area, and to what extent they are common. 

In addition to a description of second-mortgage and land-sale con- 
tract practices, it would be helpful if you asked your loan guaranty 
officers for any information they might have as to the prices at which 
second mortgages are discounted in their area, particularly in cases 
involving low-equity sales. 

I would also appreciate your including a specific question asking 
your loan guaranty officers whether in their opinion, if such practices 
are engaged in in their area, they are potentially dangerous to the 
home buyer, particularly in times of serious recession. 

If your technical people have detailed questions as to the type of 
information we seek, let me suggest that they get in touch with Jim 
pr or Ken Burrows (extension 2258-2259) of my subcommittee 
staff. 

I would appreciate very much having the results of your field sur- 
vey as soon as possible without undue inconvenience, and I am hope- 
ful that you can agree to October 15 as a reasonable target date. Also, 
when the reports are received in Washington, I would appreciate it 
very much if you would supply us with copies of the individual field 
office reports in addition to any summary of the reports which you 
may wish to compile. 

Sincerely yours, 
Avsert Rains, Chairman. 


VeTERANS’ ADMINISTRATION, 
DEPARTMENT OF VETERANS’ BENEFITS, 
Washington, D.C., October 19, 1959, 
Hon. Rains, 
Chairman, Subcommittee on Housing, Committee on Banking and 
Currency, House of Representatives, Washington, D.C. 

Dear Mr. Cuarrman: The enclosed field office letters are trans- 
mitted in response to your letter of September 3, 1959, for information 
concerning secondary borrowing arrangements in connection with 
financing the purchases of homes. 

I hope you will find this information useful. 


Very truly yours, 
W. J. Driver, Chief Benefits Director. 
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VETERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Montgomery, Ala., October 1, 1959. 
To: Area Field Director, Area 2, VA Central Office, Washington, D.C. 
Subject: Secondary borrowing (reports control symbol 26-58-S). 

1. In accordance with your letter dated September 11, 1959, con- 
cerning the above subject, we are submitting the following report. 

2. The cases of second mortgages are extremely rare, and should 
they be sold would probably be discounted for a minimum of 20 
percent. Apparently, some builders are taking second mortgages up 
to the amount of their anticipated profit. In two areas instances of 
purchase contracts are reported. There are also several accounts of 
bond-for-title arrangements. 

3. One area reportedly has a share collateral system. This is an 
arrangement whereby the builder places part of the total purchase 
price on deposit, for which he will be paid interest. At such time as 
the principal has been paid down to a specified figure, the builder is 
permitted to draw out that deposit plus his accrued interest. This 
particular type financing seems to occur when the purchaser cannot 
make the necessary downpayment and a lending institution makes 
the above arrangement with the builder. Only one limited area has 
this type financing. 

4. Conventional loans in this area carry an interest rate ranging 
from an occasional 5% percent to 6% percent. The usual rate at this 
time is 6 percent. Downpayments vary, generally 25 percent but 
some at 33% percent. The loans usually are made for 75 percent of 
the appraised value or the selling price, whichever is the lesser. There 
are limited loans made for 66% percent. Most loans are amortized 
for periods from 15 to 25 years, the maximum time being 25 years. 

5. Indications here are that tight money is expected to prevail for 
some time and could conceivably increase activities in this particular 
field. This, however, is largely an impression and based primarily 
on generalities and future possibilities. 

6. Since various factors affecting the general mortgage market are 
constantly in a state of change, the secondary borrowing situation is 
also considered mutable. As of now, the overall conditions in this 
area are as stated above. 


Neri R. Smart, Manager. 


VETERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Phoeniz, Ariz., September 30, 1959. 
To: Area Field Director, Area 5, VA Central Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26—58-S). 

1. Information available to this office indicates that secondary bor- 
rowing is involved in connection with about 50 percent of all conven- 
tional loans. With reference to sale of new homes in tract develop- 
ments, the practice seems to be for the developer to take out a first 
mortgage in his own name in the maximum amount permissible. 
Sales are then made to the homeowner by means of an installment 
contract, with payments sufficiently high to retire the first mortgage 
and to pay off the difference between the sales price and the mortgage. 
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It is estimated that this type of financing involves about 25 percent 
of all sales where conventional financing 1s utilized. The reason for 
the relatively widespread use of the installment contract instead of 
taking back a second mortgage is to circumvent the right of redemp- 
tion law which exists in this State. In a sale where a mortgage is 
given for all or part payment of the purchase price, the borrower has 
a 6 months’ redemption period in the event foreclosure becomes neces- 
sary. An installment contract can be canceled and immediate pos- 
session of the property obtained unless the borrower has a very sub- 
stantial equity therein. Nevertheless, it is estimated that in about 
5 percent of the sales of new homes where conventional financing is 
used, a second mortgage will be taken by the seller. 

2. Discounts of secondary paper will vary widely depending to a 
great extent upon its seasoning. Newly originated installment con- 
tracts and secondary mortgages will involve a discount of as much as 
50 percent. As these instruments gain greater maturity the discount 
will drop as low as about 20 percent. It is not believed there is any 
significant volume of trading involving discounts lesser than the last 
mentioned figure. In order to mature the secondary paper as rapidly 
as possible, many sellers will amortize them over a period of 3 to 5 
years, provided the buyers’ income will permit. The faster maturity 
of these short-term contracts and second mortgages tends, of course, 
to lessen the discount a seller must pay. 

3. What has been said above relates largely to secondary borrowing 
in connection with new homes and particularly tract developments. 
There is a widespread practice in connection with the sale of existing 
homes to engage in secondary borrowing and its extent cannot be 
accurately gaged. The reason for this is that in many instances the 
secondary borrowing feature is not reflected in the sales escrow. The 
selling broker may accept a note in payment of his commission, or some 
other type of unrecorded agreement will be made to cover a portion 
of the purchase price. A conservative estimate would indicate, 
however, that some type of secondary financing is involved in con- 
nection with about 20 or more percent of the sales of existing houses 
where conventional financing is used. 

4. The larger insurance companies who purchase conventional 
mortgages have laid down certain rules and guidelines relative to 
secondary borrowing. For instance, one of the larger insurance com- 
panies will purchase a conventional mortgage if it does not exceed 
two-thirds of the value of the security, and will permit a second mort- 
gage to be given so long as the two instruments do not exceed 75 percent 
of the value of the property. 

5. The foregoing represents the secondary borrowing condition in 
this area as closely as we can determine; however, since most firms do 
not keep accurate records on this subject, it is rather difficult to obtain 
concrete data. 

Wayne A. Sanpers, Manager. 
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VereRANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Little Rock, Ark., October 9, 1959. 
To: Area field director, area 4, Department of Veterans’ Benefits, 

VA Central Office, Washington, D.C. 

Subject: Secondary borrowing arrangements (RCS 26—58-S). 

1. Construction of approximately 7,500 residences completed in 
Arkansas during the past 12 months was financed on a conventional 
basis. Secondary borrowing in connection with such financing is not 
general throughout Arkansas. 

2. Funds for second mortgages are available in the larger towns on 
a limited basis. In these areas approximately 25 percent of the trans- 
actions involving conventional construction loans also involve second- 
ary financing. These second mortgages are amortized monthly for 
an average term of 10 years. The maximum interest charge is 10 
percent, average rate being 8 percent. The discount rate on this 
secondary paper has been reported as from 10 to 30 points. 

A. H. Hammann, Manager. 


VETERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Los Angeles, Calif., October 2, 1959. 
To: Area field director, area 5, Veterans’ Administration, Central 

Office, Washington, D.C 
Subject: Secondary borrowing arrangements (RCS 26-58-S). 

1. Secondary financing is probably being used in 80 percent or more 
of sales in this region where the occupant of a home is selling and the 
present first mortgage or trust deed is being replaced by a lien on 
which the buyer is the obligor. The need for secondary financing 
arises because in most proposed sales the seller has reduced his original 
debt and concurrently has had a substantial increase in the market 
value of the property. Practically all lenders are requiring down- 

ayments from 10 to 20 percent of the sales price where a conventional 
oan is used and are limiting their loans to 60 to 80 percent of their 
appraisal value. Most sellers who have a large equity want cash for 
the equity and most buyers do not have the funds to meet this 
demand. Obviously, secondary financing is required. However, no 
undesiraole practices appear prevalent or as a pattern in this regional 
area. There are indications that some sellers are estimating the dis- 
count for cash on a second lien and adding this to the sales price. The 
State attorney general has given an opinion that a sale on this basis 
may be a violation of the usury laws. 

2. All of the banks, building and loan associations, and insurance 
companies are requiring adequate information about proposed second- 
ary financing and will not make a primary loan unless they are satisfied 
that the borrower has the present and anticipated income sufficient 
to meet the amortization schedule on both first and second liens. 
Some lenders will not make conventional loans if secondary financing 
is involved. Many lenders are requiring a fee or bonus of from 3 to 
5 percent to make the first loan and this fee is paid by the seller; 
interest rates range from 6 to 7 percent and maturities from 10 to 15 
years. Interest rates on second liens range from 7 to 10 percent. 
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3. It is interesting to note that most lenders believe that many 
holders of the second liens do not plan on discounting the mortgage 
to obtain cash but either hold it as an investment, or plan on using 
the income to make payments on a similar second lien they propose 
to give on a property they expect to buy. 

4. There is quite a volume of second trust deed loans not connected 
with the nar purchase of properties. These are made in connection 
with loans in which the borrower is consolidating his debts, buyin 
hard goods, ete. Discounts on such second trust deeds run as hig 
as 40 percent. 

5. While not widespread, several builders of strong financial means 
are selling their homes exclusively by land sales contracts. This 
probably does not account for 1 percent of present home sales. A 
recent innovation in a $30,000 to $35,000 subdivision is the land sale 
contract where only interest is paid during the life of the loan. Upon 
maturity the full amount of the principal becomes due. There ap- 
pears to be an increasing but not alarming use of land sales contracts 


in the sale of homes in this area. 
H. M. Wesster, Manager. 


VETERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
San Francisco 3, Calif., October 1, 1959. 


To: Area field director, area 5, Department of Veterans’ Benefits, 
Veterans’ Administration, Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26-58-S). 

1. We have received the letter of the chief benefits director dated 
September 11, 1959, with enclosure concerning secondary borrowing 
arrangements. The following information is submitted regarding 
secondary borrowing arrangements being employed in connection 
with financing residential construction with conventional loans in 
this area. 

2. Staff members of our Loan Guaranty Division who have con- 
tinuous contacts with realtors, lenders, builders, mortgage brokers 
and others, advise me that presently approximately 60 to 70 percent 
of all conventional financed home loan transactions in this area carry 
a second mortgage behind the first mortgage. This situation can 
largely be attributed to the pean e tight mortgage money market 
which has prevailed for a considerable period of time. 

3. Second mortgages concerned with low equity sales are being 
discounted generally at from 30 to 60 percent depending on the quality 
of the mortgage. Quality is determined by the amount of the first 
mortgage, the financial responsibility of the borrower, the age, loca- 
tion, condition, and marketability of the property. 

4. The going rate on conventional first mortgage loans varies gener- 
ally from a minimum of 6}; to 7}; percent in the San Francisco Bay 
area. The interest rate on second mortgages is approximately 7 
percent. The average second mortgage carries a 5-year maturity. 

5. The volume of second mortgages being originated in this area 
has created a flourishing business for mortgage brokers, investment 
firms, realtors, and others who deal in second mortgages primarily, 
or as a sideline. Most of the firms dealing in second mortgages offer 
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their clients a minimum return of 10 percent on an investment in sec- 
ond trust deeds. One such firm advertising daily over the radio an- 
we that it has seven offices located in the bay area to serve its 
clients, 

6. Within the past year it has come to our attention that several 
medium-sized tract developments are being sold with conventional 
financing. In such cases the purchasers of the homes obtain a con- 
ventional first mortgage for approximately 75 to 80 percent of the 
purchase price and give back a second mortgage to the builder for the 
remainder of the purchase price. The purchaser generally pays 
closing costs in cash and sometimes a small cash downpayment. The 
builder, in some cases, retains the second mortgage. In other in- 
stances, he elects to discount the mortgage at whatever figure it will 
bring from one of the many firms dealing with second mortgages. 

7. Secondary financing is seldom concerned initially with tract 
developments being financed with VA or FHA take-out loans. So- 
called GI resales in the majority of cases carry a second mortgage and 
sometimes a third mortgage. In such cases the veteran owner sells 
his home which is financed with a VA-guaranteed loan. The pur- 
chaser assumes the GI loan and gives the veteran seller some cash, 
and a second mortgage for his equity. The second, in some instances, 
is held by the seller and in many instances is sold and discounted for 
whatever it will bring. 

8. Land sales contracts are seldom used in this area in connection 
with real estate sales transactions. The common security instrument 
used is a note secured by a deed of trust. 

9. In summary, we feel that the substantial increase in secondary 
financing in this area has created an unwholesome situation that could 
be disastrous to homeowners and investors alike, should we experience 
any prolonged period of unemployment or material reduction in wage 
earners’ incomes, 

G. K. Roserts, Acting Manager. 


VETERANS’ ADMINISTRATION CENTER, 
Denver, Colo., September 24, 1959. 
To: Area Field Director, Area 5, Veterans’ Administration, Wash- 

ington, D.C. 

Subject: Secondary borrowing arrangements (RCS 26—45-S). 

1. This report is submitted in conformity with the instructions con- 
tained in a letter from the Chief Benefits Director dated September 
11, 1959, to which was attached a letter to the Administrator of 
Veterans’ Affairs from the chairman of the Subcommittee on Housing 
of the Committee on Banking and Currency, House of Representatives. 

2. Lenders, builders, realtors, and veterans occasionally call us 
regarding secondary financing and we often hear it discussed in group 
meetings of the various trade organizations. 

3. The volume of secondary borrowing has increased materially 
during the past year. The plans used by the various lending insti- 
tutions are varied, each lender having his own plan, which is similar 
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in many respects to the seven basic plans, which may be roughly 
categorized as follows: 

(a) We notice an expanded use of land sales contracts, particu- 
larly involving sales to the minority groups. Usually, these 
contracts relate to properties that are overpriced because the need 
of housing for these people is so acute they appear to be willing 
to pay almost any amount for the home, providing the monthly 
payments are reasonable. Often, when these purchasers attempt 
to refinance their contract, they find that they have paid consid- 
erably in excess of the appraised value. 

(6) One of the largest sales organizations in the State seems to 
prefer that their purchasers secure second mortgages. Quite often 
the second mortgages are much higher than is necessary to com- 
plete the sale. For example, we know of one sale of a property 
for $8,000 in which this real estate firm asked the lender for a 
loan of $4,500; the balance of $3,500 was represented by a second 
mortgage. Apparently the realtor feels that when the second 
mortgage is high, he has a greater opportunity of recovering in 
the event it becomes necessary to foreclose on the second. 

(ec) One lender we know of requires a downpayment from the 
purchaser of at least 10 percent and does not question the transac- 
tion if a second mortgage is issued for the difference between their 
loan commitment and the purchase price. 

(d) We know of five savings and loan associations in this area 
who use the omg commonly called collateral lending. Under this 
plan, the seller deposits with the savings and loan association a 
certain sum of money, ranging in amounts from 15 to 25 percent 
of the sales price of the property. These sums are placed in a 
restricted savings account and cannot be withdrawn until the 
loan, which is usually made for 100 percent of the purchase price, 
is reduced to a certain predetermined figure. There are various 
types of procedures developed in connection with this type of 
loan, depending on circumstances. Occasionally, the seller is 
able to withdraw funds from this restricted savings account as the 
loan balance reduces; and in other instances it is withdrawn at 
stated intervals, such as every 12 months; and in still other 
instances it is not withdrawn until the loan balance has been 
reduced by the amount of the original deposit. 

(e) There is a growing tendency for builders to take second 
mortgages for whatever is necessary to close the loan transaction. 

(f) We understand that one company was organized specifi- 
cally for the purpose of discounting second mortgages. Generally 
the discount ranges between 40 and 50 percent. 

(g) We know of one company who does not object to second 
mortgages so long as the second mortgage does not exceed the 
downpayment. 

4. There is no doubt but that there are other types of secondary 
financing which have not come to our attention. 

5. It is our thought that secondary financing in this area is increasing 
and perhaps will continue to increase so long as the current tight 
money situation prevails. 


E. R. Benxe, Manager. 
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VETERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Hartford, Conn., September 23, 1959. 
To: Chief Benefits Director, Veterans’ Administration Central Office, 
Washington, D.C. 
Subject: Secondary borrowing arrangements (reports control symbol 
26—58-S). 

1. Lenders in Connecticut do not make a practice of processing 
conventional mortgages in connection with residential construction 
when secondary financing is involved. Generally, secondary financing 
is obtained after the property is acquired. 

2. Second mortgages in Connecticut commonly bear an interest 
rate of 12 percent per annum and are usually held by private individ- 
uals. Second mortgages in this area are discounted at an average rate 
of from 10 to 15 percent. 

Harry T. Woop, Manager. 


VETERANS’ ADMINISTRATION, 
VerTerRANs’ BENEFITS OFFICE, 
Washington, D.C., October 6, 1959. 
To: Chief Benefits Director, Veterans’ Administration Central Office, 
Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26-58-S). 


1. Secondary borrowigg in this area is most prevalent in the $18,000- 
to $25,000-price range. There is very little secondary borrowing on 
houses costing in excess of $25,000. Lenders experience a heavier de- 
mand for secondary borrowing on previously occupied houses than on 
new construction. 

2. First mortgage commitments on conventionally financed pre- 
viously occupied houses generally are about 65 to 75 percent of the 

urchase price or appraised value, whichever is the lesser. In most 
instances lenders report that their appraised value is below the pur- 
chase price. The purchaser usually pays from 15 to 25 percent in 
cash and gives the seller a second mortgage or trust for the difference. 
These second trusts are generally at 6 percent interest, calling for 
payments over a 1- to 5-year period with a ‘“‘ballooned”’ payment at 
the end of the term of the loan. Lenders advise that these second 
trusts may be discounted at the rate of 4 to 4% percent per year de- 
pending upon the cash equity and marketability of the paper. 

3. Conventional financing on new construction follows the same 
pattern except that the ratio of loan to value on the first mortgage is 
approximately 75 percent. 

4. One of the builders in this area sells his houses under a contract- 
for-deed arrangement. The purchaser makes a small downpayment 
and makes monthly payments as provided for in the contract for deed. 
Under this contract the purchaser has the right to refinance the unpaid 
balance at any time. A deed is delivered when the balance under the 
contract for deed has been paid. 

5. The presence of secondary borrowing may affect the interest rate 
on the proposed primary loan, according to two very active lenders. 
They require a minimum cash equity of 15 percent. If there is evi- 
dence of a second trust for the difference in lieu of cash, the interest 
rate on the proposed first trust may be increased. 
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6. Lenders have expressed a concern over the balloon payment on 
second trusts. Their experience shows that at the time the balloon 
ayment is due, the purchaser-owner generally is unable to satisfy this 
indebtedness and a request is made on the holder of the first trust to 
refinance. They advise that there has not been a sufficient reduction 
on the first trust to bring it within their “loan to value’’ ratio require- 
ments and therefore are frequently unable to provide the necessary 
refinancing. This has presented many difficult problems. 


R. T. Brown, Manager. 


VeTeRANS’ ADMINISTRATION, 
Loan Guaranty Division, 
Jacksonville, Fla., September 23, 1959. 
To: Area Field Director, Area 2, Department of Veterans Benefits, 
Veterans’ Administration Central Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (Report Control Sym- 
bol 26—58-S). 

This is in reply to your request of September 11, 1959, for a report 
as to the various types and the extent of secondary borrowing involving 
conventional mortgage financing: 

1. Approximately 75 percent of conventional speculative building 
involves the utilization of secondary financing. It does not exist to 
the extent that prevailed at the time of our report of October 7, 1957. 

2. The rate of interest on the primary conventional loans ranges 
from 6 to 6.6 percent; interest on the secondary loan is generally the 
same. 

3. The period of amortization of the primary loan is 15 to 20 years 
and the secondary loan averages 5 years. Secondary loans are dis- 
counted at 40 to 60 percent depending on period of maturity. | 

4. Due to the availability of FHA section 203(i) financing, there 
is very little conventional financing in the low cost homes. Secondary 
financing prevails in the luxury or semiluxury homes. In Jacksonville 
one subdivision selling homes from $18,000 to $22,000 provides a 75 
percent primary loan, a 15 percent secondary loan, requiring a 10 

ercent downpayment. ‘This is indicative of the terms of secondary 
rrowing prevailing in other areas, 

5. At a recent mortgage clinic conducted by the NAHB in Orlando 
it was revealed that conventional financing was restricted to the same 
extent prevailing in the insured mortgage market due to the limited 
supply of investment funds. 

H. L. Bup 


(For Rufus H. Wilson, Manager). 


VETERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Atlanta, Ga., October 2, 1959. 

To: Area Field Director, Area 2, Department of Veterans Benefits, 

Veterans’ Administration Central Office, Washington, D.C. 

Subject: Secondary borrowing arrangements (RCS 26-58-S). 

1. We have contacted the lenders in the metropolitan area of 
Atlanta and surrounding cities of Georgia in connection with your 
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request for information on secondary borrowing arrangements used 
in financing conventional loans. 

2. We are outlining below the three most common types of sec- 
ondary borrowing arrangements: 

(a) For construction of a home costing $15,000 with the purchaser 
making a $2,000 downpayment, the lender will make the purchaser a 
loan for $10,000 and the builder will take a second mortgage for $3,000. 

(b) For the same priced house another method used with the 
purchaser making a $1,000 downpayment, the lender will make a loan 
of $12,000 and require the builder to place $2,000 in a savings account 
to cover the balance of the purchase price. The $2,000 is retained in 
the savings account in the builder’s name until the loan has been 
reduced by $2,000, and then the builder may withdraw the $2,000. 

(c) The third method used is for the builder himself to make the 
loan to the purchaser and then in turn the lender will make a loan to 
the builder at a certain discount rate. We understand this last 
procedure has been discontinued as it appears to be in conflict with 
the Savings and Loan Association policies and procedures covering 
loans made by their member banks. 

A. W. Tate, Acting Manager. 


VETERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Honolulu, Hawaii, September 28, 1959, 
To: Area Field Director, Area 5, Department of Veterans Benefits, 
Veterans Administration Central Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (conventional loans) 
(Reports Control Symbol 26—58-S). 


1. To our knowledge second mortgages on conventional loans 
carried by builders or lenders is not at present a serious matter. 
This, however, could change rapidly with increased interest rates and 
the continued tightening of mortgage credit on primary loans. 

2. It is believed that a substantial number of resales are con- 
summated by the owners through the use of a land sale contract 
which enables the owner or seller to obtain a higher price for the 
home. We are not aware of any commercial market for the purchase 
of this type of financing at a discount. 


Grorce W. Bickneti, Manager. 


VETERANS ADMINISTRATION CENTER, 
Boise, Idaho, September 30, 1959. 
To: Area Field Director, Area 5, Department of Veterans Benefits, 
Veterans Administration, Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26—58-S). 


1. During the past several months, the practice of secondary bor- 
rowing in connection with the financing of residential construction 
with conventional loans has become the exception rather than the 
rule. Lenders in the area are generally discouraging this practice 
because of the possibility of default on the secondary financing, 
thereby forcing a liquidation of the prime mortgage. Certain of these 
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lenders have required the borrower to sign a certification before the 
loan is closed that no secondary financing in any form is involved. 

2. There is some evidence, however,that some builders are taking 
second deeds of trusts and contracts representing their equity in order 
to effect a sale of the property. This secondary paper is being dis- 
counted in some cases as much as 20 to 30 percent. 

3. We have learned that the practice is probably more prevalent in 
cases involving the second sale of existing properties where sellers 
are taking the same type of secondary paper for their equity and 
later discounting it to local private investors at the discount rates 
quoted above. 

4. In those cases involving secondary financing, builders or sellers 
prefer a contract over a deed of trust for the reason that action to 
cancel the contract can be effected in 30 days as against a possible 
4-month redemption period in deed of trust type of financing. 


Loryn E. Kopan, Manager. 


VeTERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Chicago, Ill., October 2, 1959. 
To: Area Field Director, Area 3, VA Central Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS-—58-S). 

1. Pursuant to the request contained in your all station letter of 
September 11, 1959, the following is the consensus of opinion of this 
office concerning secondary borrowing arrangements which are bein 
employed in this region in connection with financing residentia 
construction with conventional loans. 

2. To the best of our knowledge, there is only a nominal use of 
second mortgages as a financial device. It is used primarily in 
connection with sale of existing homes where the sellers take back 
the second mortgage. The use of second mortgages for new construc- 
tion is seldom heard of. 

3. The use of installment contracts as a financial device is used in 
one sizable subdivision of several hundred homes almost exclusively. 
This has been going on for 2 or 3 years and many of the installment 
contracts have now been refinanced with conventional loans. Other 
than this one subdivision, it is believed that the use of installment 
contracts for the sale of new construction is considered nominal. 

4. A financial arrangement which is reputed to be growing in number 
is an arrangemeat whereby the purchaser pays approximately 10 per- 
cent down in cash and the builder or seller deposits with the lending 
institution in a savings account a sum equivalent to another 10 or 15 
percent under a written agreement whereby this sum cannot be 
withdrawn until the loan is reduced a like amount. In this type of 
financing the lending institution actually makes a 90 percent whe 
however, their exposure is limited to 80 or 75 percent depending on the 
amount deposited by the builder. 

5. We have no reliable information as to the prices at which second 
mortgages are generally discounted in this area. However, instances 
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are known where they have been discounted up to 40 percent of the 
face value. 2 


Cuartes Sr. J. Cuuss, 


Acting Manager. 


VererAns’ ADMINISTRATION, 
REGIONAL OFFICE, 
Indianapolis, Ind., October 8, 1959. 
To: Chief Benefits Director, Department of Veterans’ Benefits, Vet- 
erans’ Administration Central Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26-58-S). 

1. In response to your inquiry concerning secondary borrowing 
arrangements (letter 26-32, dated September 11, 1959) the following 
information is submitted. 

(a) Based on the best information available from local title 
companies, there is no indication of secondary borrowing arrange- 
ments being employed as a common practice in financing con- 
ventional loans. Furthermore, we are informed that there is no 
identifiable recent change in the volume of second mortgages 
appearing of record. 

(6) As a general practice, local savings and loan associations 
do not take second mortgages or conditional sales contracts. 
Loan commitments, in most instances, are conditioned on the 
understanding that there will be no secondary borrowing 
arrangements. 

(c) One of the larger mortgage companies reports of one ex- 
ception among its investors whereby secondary borrowing is a 
permissive practice. In this instance, the investor is informed 
of all the facts including pertinent credit information prior to 
commitment on the primary loan, thereby establishing that the 
proposed borrower is in a satisfactory position to meet obliga- 
tions on the first mortgage as well as installments on the short- 
term secondary arrangement. 

(d) Indirect information indicates there are a few brokers in this 
area who ‘‘deal’’ in second mortgages and also purchase them. 
Selling by conditional sales contract has been a common prac- 
tice for many years due to a tight money market and also for the 
reason that the purchaser is unable to obtain a first mortgage 
loan in the necessary amount. Discounts in this area range from 
33% to 60 percent on second mortgages and contract purchases. 

(e) As for our own experience in processing direct loans, we 
have knowledge of only a few attempts whereby a seller has 
proposed to accept a second mortgage to qualify a veteran pur- 
chaser. In every such instance samen of the direct loan, 
under such conditions, has been declined. 

2. In summary, because of the general dearth of information deal- 
ing specifically with the matters under question, we are not in posi- 
tion to confirm a high incidence of secondary mortgage financing nor 
are we able to identify any noteworthy changes in prevailing practices. 


Sreve Savis, Acting Manager. 
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VETERANS’ ADMINISTRATION CENTER, 
Des Moines, Iowa, September 15, 1959. 
To: Area Field Director, Area 4, Department of Veterans’ Benefits, 
Veterans’ Administration Central Office, Washington, D.C. 

Subject: Secondary borrowing arrangements (RCS 26—58-S). 

The following remarks on secondary borrowing arrangements relate 
only to the conventional loan sector of the home mortgage loan field in 
the State of Iowa. 


1. Second mortgages 


(a) Residential construction, new houses not previously occupied.— 
There are practically no second mortgages used by lenders or builders 
in the financing of proposed construction or new houses not previously 
occupied. A majority of builders do not have funds available to tie 
up in second mortgages. 

(6) Existing houses previously occupied, and older houses.—Owners 
will occasionally take back a second mortgage in order to make a sale. 
Perhaps 5 percent of such sales involve second mortgages to former 
owners. Lenders do not get involved in second mortgages. Occa- 
sionally a realtor will become involved in a second mortgage to assist 
in making a sale. Where second mortgages are taken, they are gen- 
erally in a small amount, the proceeds of which sometimes constitute 
a downpayment subject to the highest first mortgage loan that can be 
obtained. In such cases the discounts range from 10 to 50 percent, 
depending on the type of borrower and security involved. 


2. Contract for deed 


(a) Residential construction, new houses not previously occupied.— 
Because of unavailability of mortgage funds on liberal terms it is 
not uncommon for builders and owners to sell new houses on con- 
tract. The percentage of sales of new houses which are financed 
entirely on contract is not large—10 to 15 percent. In some cases a 
builder or owner will take out a full first mortgage on the subject 

roperty and then sell under contract subject to the first mortgage 
fien here the contract is small, discounts will run from 25 to 50 
percent, depending upon circumstances. 

(b) Existing houses previously occupied, and older houses.—It is 
estimated that 25 percent of older existing houses are sold under con- 
tract which is carried back by the seller who is the former owner. 
The reasons are apparent. Such buyers cannot meet the first 
mortgage terms now required by lenders. 

Secondary borrowing arrangements, particularly second mortgages, 
are fortunately not resorted to in this area to the extent that they are 
in some other places. The tight mortgage market in this area is 
already causing builders to cut back on their plans for new construc- 
tion and is hurting the value of resi-ential property. Conventional 
rates during the past 30 days have gone from 5% to 6% percent, and 
while 7 percent is the statutory limit in lowa, buyers are not restricted 
by rate so much as the fact that mortgage funds are not available. 
US. Government securities with interest yields of from 4 to 5 percent 
have become the big competitor for the savings dollar. 


W. B. Nueent, Manager. 
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VETERANS’ ADMINISTRATION CENTER, 
Wichita, Kans., September 23, 1959. 
‘To: Chief Benefits Director, Department of Veterans’ Benefits, 
Veterans’ Administration Central Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26-58-S). 

1. As requested, this is to reply to your letter of September 11, and 
attached correspondence of September 3, of the Congressional Sub- 
committee on Housing. 

2. In order to effectively relate mortgage financing conditions in 
the 95 central and westerly counties of Kansas, under the jurisdiction 
of this office, it is necessary to explain something of the economic 
conditions which obtain. Metropolitan Wichita hea not recovered 
from the 1957-58 recession. In fact, total employment continues 
to decline due to substantial job reductions in the aircraft industry 
(dominant employer). Employment conditions in Topeka have not 
improved over those of 1 year ago. A net loss of 8,000 population in 
Wichita has occurred in the past 12 months due to out-migration. 
The combination of events has caused Wichita rental property 
vacancy ratio to reach about 15 percent, and for 1- and 2-family 
detached homes, at least 4 percent. For these times, a substantial 
overhang of distress-owned residential realty, both for rent or sale, 
exists in Wichita. 

3. The substantial tightening of the money market this year, and 
particularly in recent weeks, has had a noticeable effect on the avail- 
ability and price of mortgage financing. This is particularly evident 
in the populous communities in our area. Here, over the years, in 
-order to provide interest yields to lenders comparable to conventional 
mortgage rates, FHA or VA guaranteed or insured mortgage paper 
has almost always faced a discount market. Discounts for FHA or 
VA mortgage paper now are probably as high as ever. 

4. Seatement orrowing arrangements consist of second mortgage 
loans, unsecured notes, a called carrybacks, and installment 
contracts (i.e., land sale agreements). There is no ready discount 
sales market for any of the above secondary borrowing arrangements. 
There may be some exchange between wealthy individuals, but factual 
information is not obtainable. The basis for use and frequency of 
each of the above types of secondary financing, depends largely on 
whether the residence property is “new construction,” or a ‘‘used 
home.” This is explained as follows: 

New construction.—Residential construction in the Topeka area 
during 1959, is running slightly ahead of the 1958 volume, but in 
Wichita, is actually less than the building activity in 1957. Recent 
survey by the Home Building Association, shows that in 1959, Wichi- 
ta’s new homes were financed as follows: FHA 66 percent, conven- 
tional loans and cash 27 percent, VA 7 percent. Secondary borrowing 
arrangements attach only to conventional loan transactions. In this 
category, a second mortgage or installment contract is very seldom 
used, but a carryback note is involved, in our opinion, in at least 40 
percent of conventional financing. It is believed such carryback notes 
more frequently attach to realty sales involving lower ratio conven- 
tional loans by banks and insurance companies, rather than higher 
ratio conventional loans by local savings and loan associations. 
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Used homes.—Although not mathematically determinable (since 
installment contracts are not recorded in this jurisdiction), it is known 
that FHA paper on used homes is a sharply lower percentage of the 
market than for new construction. The VA percentage of business in 
used homes is slightly more; the conventional loan percentage is about 
the same, and the balance represents installment contract sales. In 
most instances, the property involving an installment contract, is 
subject to an outstanding FHA or VA first mortgage. 

5. In summation, builders generally, do not have sufficient assets to 
carry more than a modest dollar volume of carryback notes supple- 
mental to first mortgage financing. Likewise, owner-occupant sellers 
or professional ‘‘equity buyers,’’ seldom can advance much actual 
dollar credit. However, in view of substantial discounts attaching to 
FHA and VA types of financing, both groups will concede some sec- 
ondary borrowing arrangement, as above, in order to make sales. 
The rule seems to be one wherein the seller, as an alternative to paying 
the discounts charged by originating lenders and purchasers of FHA- 
VA mortgage paper, strives to supply financing supplemental to a con- 
‘ventional first mortgage loan in such amount that the realty pur- 
chaser’s cash down-payment will not be too much greater than would 
be required under the FHA formula. It should be reported that the 

major source of funds supporting home first mortgage financing in this 

office’s are during the past 12 months, has come from lending institu- 
tions outside the State, or from FNMA’s special assistance program, 
and secondary market operations. 


Joun R. Parrisu, Acting Manager. 


ADMINISTRATION, 
REGIONAL OFFICE, 
Louisville, Ky., October 5, 1959. 
To: Area Field Director, area 2, Department of Veterans’ Benefits, 
VA Central Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26-—58-S). 

1. We wish to acknowledge your letter of September 11, 1959, en- 
closing copy of Congressman Rains’ letter of September 3, 1959, re- 
questing our opinion concerning secondary borrowing on residential 
construction with conventional 

2. The use of second mortgage financing is becoming more prevalent 
in this area with the tightening of mortgage funds for residential con- 
struction. It is estimated approximately 30 percent of conventional 
loans carry second mortgages. 

3. Several lenders making 80 to 90 percent loans will not allow a 
second mortgage exceeding 10 percent of the primary mortgage. 
Other lenders who make loans up to 75 percent of the appraised value 
will allow second mortgages of $1,000 to $2,000 depending on bor- 
rower’s income. A large number of builders are accepting second 
mortgages when the purchaser is without the required cash down- 
payment. In the majority of cases the secondary mortgage financing 
falls in the price bracket of homes selling for $15,000 or less. 

4. It is estimated where a second mortgage is discounted the rate 
runs from 30 to 50 percent. 

Outney B. Owen, Manager. 
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VETERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
New Orleans, La., October 6, 1959. 
To: Area Field Director, Area 4, Department of Veterans’ Benefits, 
Veterans’ Administration Central Office, Washington, D.C. 
Subject: Secondary borrowing arrangements, letter 26-32, September 
11, 1959 (RCS 26-58-S). 

1. The savings and loan associations in Louisiana can lend up to 80 
percent of the value established by a central appraisal bureau. The 
insurance companies lend up to 75 percent of their appriased value. 
Although the home buyer who finances with a conventional loan has 
more cash to put down than the average buyer financing with a FHA 
or VA loan, often he does not have enough. We have heard of many 
instances in which the builder, or a subsidiary firm, took a second 
mortgage of 7 or 8 percent for the difference. It is difficult to state 
how often this device is used but we would estimate it is done in no 
less than 50 percent of the cases. The high cost of land and high 
building costs in the area aggravate the situation. 

2. The discount rate on the second mortgage depends on a number 
of factors, including the strength of the primary mortgage and the 
amount and terms of the second mortgage. While most builders who 
take second mortgages attempt to collect them, or have a bank collect 
them, we understand a $2,000 second mortgage can be discounted for 
about 66% to 70 percent. 

3. Discounts on 5% percent VA guaranteed loans are now at about 
eight points in our area. Whenever the discount rate exceeds 6 
percent we expect an increase in conventional financing with the 
attendant second mortgage financing. 


Raupuw H. Agate, Jr., Manager. 


VETERANS’ ADMINISTRATION CENTER, 
Shreveport, La., October 1, 1959. 
To: Area Field Director, Area 4, Department of Veterans’ Benefits, 
Veterans’ Administration Central Office, Washington, D.C. 
Subject: Secondary borrowing arrangements. 

1. Reference is made to your letter of September 11, 1959, requesting 
information on secondary borrowing arrangements in connection with 
financing residential construction with conventional loans. 

2. We have found that only in rare instances is secondary borrowing 
used to obtain money for the downpayment on a conventional loan. 
Secondary borrowing arrangements have been found in some cases 
where properties are sold on a mortgage assumption basis. This 
usually represents the sales commission of the real estate broker and 
the profit which the seller has marked up in the sale. 

3. Secondary financing does not appear to be a problem in this area. 

4. Reports control symbol 26-58-S is assigned to this report. 


K. Hinps, Manager. 
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VereRANs’ ADMINISTRATION CENTER, 
Togus, Maine, September 21, 1959. 
To: Chief Benefits Director, Veterans’ Administration, Washington, 


Subject: RCS 26-58-S. 

According to information in the possession of the Loan Guaranty 
Division it is quite evident that secondary borrowing in connection 
with the financing of residential construction in this area is still a 
minor problem, i.e., there is little or no change from the situation as 
was reported to you approximately 2 years ago under RCS 26-45-S. 

M. L. Stopparp, Manager. 


VeEreRANS’ ADMINISTRATION, 
REGIONAL OFFice, 
Baltimore, Md., October 5, 1959. 
To: Area Field Director, Area 2, Veterans’ Administration Central 

Office, Washington, D.C. 

Subject: Secondary borrowing arrangements (RCS 26-58-S). 

1. Reference is made to your letter 26-32 dated September 11, 1959, 
requesting a report on this matter. 

The Baltimore regional office has jurisdiction over all the counties 
in the State of Maryland with the exception of Prince Georges and 
Montgomery Counties. Secondary borrowing in connection with 
financing residential construction with conventional loans in this area 
is almost nonexistent. Our volume of new construction is accom- 
plished by several large project builders who have been building for 
10 or more years. The builders of what would be considered moderate 
or low priced housing are the most financially substantial of our 
builders. 

3. Several months ago the Sunday newspaper in Baltimore con- 
tained an advertisement that a mortgage guarantee insurance cor- 
poration located in the Midwest would insure mortgages on owner- 
occupied dwellings only, wherein the purchaser has made a 10 to 
20 percent downpayment. ‘There is a flat premium charge of 2 per- 
cent of the value of the mortgage for the first 10 years of the life 
of the home loan, or an alternative, one-half of 1 percent for the first 
year, and one-quarter of 1 percent on the declining balance each year 
thereafter. It also allows the lender to cancel the mortgage insurance 
without penalty and waives all deficiency claims against the mortgagor 
in event of foreclosure. 

4. The above method of financing has not been sufficiently tested to 

ive any evaluation as to the percentage of its usage by the average 


ome buyer. 
F. E. Quinn, Manager. 
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VETERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Boston, Mass., October 2, 1959. 
To: Area Field Director, Area 1, Veterans’ Administration Central 
Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26-58-S). 

1. This office has received information pertaining to second mort- 

ages in connection with real estate transactions. This information 
indicates that second mortgages are not a problem or practice in this 
area with respect to low-priced or medium-priced homes. Second 
mortgage transactions are usually connected with very high-priced 
houses, large apartment purchases, etc. 

2. The use of second mortgages in connection with the usual home 
loan purchase would be frowned upon by most lending institutions 
because it would have an adverse effect on the first mortgage pay- 
ments. It should be noted, however, that the first mortgagee many 
times does not know of a second mortgage, as it usually is not recorded 
until some time after the recording of the primary lien. 

3. It is felt that most secondary borrowing in this area is in con- 
nection with the borrower’s need of funds to repay debts contracted 
during periods of financial stress. These difficulties may be brought 
about by repairs on the home, tax increases, or illness. The pay- 
ments on the first mortgages are many times geared to the borrower’s 
ability to repay any additional increase. This compels the borrower 
to seek out the second mortgages whose “easy terms” are frequently 
being advertised as a neat for such cases. 

4. This practice accounts for the largest number of second mort- 
gages now being recorded. However, as previously mentioned, sec- 
ondary financing arrangements are hard to measure and obtain 
information on, owing to the type of transaction. This office has no 
knowledge on “discounts’’ in connection with second mortgage 
transactions. 

Wituram J. Buaxe, Manager. 


VererANs’ ADMINISTRATION, 
REGIONAL OFFICE, 
Detroit, Mich., October 6, 1959. 

To: Area Field Director, Area 3, Department of Veterans’ Benefits, 

Veterans’ Administration Central Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (reports control symbol 

26-58-S). 

1. In accordance with your request for information concerning the 
above subject, we reply as follows: 

(a) Land contract financing: Generally speaking, sales by land 
contract are the major media whereby sales of pro erties are made 
in this area when conventional, FHA, or VA Reaieing is not 
available. This type of financing is mainly prevalent in the 
exchange of existing construction and to a much lesser degree in 
the sale of proposed construction. We estimate such ratio would 
be 90 percent existing to 10 percent proposed. In the event of 
eventual refinancing of the land contract, discounts on existing 
construction range from 10 to 20 percent, depending on the 
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age, location, and type of property being refinanced. In the 
case of proposed construction, discounts generally area in the 
area of 10 percent. 

(6) Conventional financing: Secondary financing in the form 
of second mortgages as a general rule, does not enter the financing 
pattern in this area. Generally speaking, there has been no 
shortage of conventional financing available in this area with 
equities involving payments of 20 percent and above. Secondary 
borrowing, in such instances, we believe are the exception rather 
than the rule. 

(c) With few exceptions, in the case of new construction, 
builders are naturally reluctant to engage in any major specula- 
tive enterprise without the assurance of confirmed financing either 
by Government insured or guaranteed mortgages or conventional 
first mortgages. 

2. We trust this information will be helpful in describing current 
conditions in this area. 
Luoyp H. Jameson, Manager. 


VETERANS’ ADMINISTRATION CENTER, 
St. Paul, Minn., October 8, 1959. 


To: Area Field Director, Area 3, VA Central Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26—58-S). 

1. Contract for deed is used almost exclusively as a secondary 
borrowing arrangement in this area. 

2. We estimate that about 30 percent of sales of existing homes and 
10 percent of new home sales are financed with contract for deed plus 
conventional mortgage. This ratio is increasing. 

3. Normal discounts are 2 percent per year. Term of amortization 
over which discount period is calculated is from 10 to 15 years. The 
contract instrument runs for a period of 3 to 5 years at which time 
the entire balance becomes due and payable. For low equity sales 
the discount is from 30 to 40 pereent. In these cases the discount rate 
is calculated on a 15- to 20-year period, with the contract instrument 
running for not more than 5 years, at which time the entire contract 
becomes due and payable. 

4. Interest charged borrowers is 6% percent except for low equity 
sales at 7 percent. 

5. Principal amounts of contracts range from $1,500 to $3,500. The 
average is about $2,500. 

Joun R. Murpuy, Manager. 


VeTERANS’ ADMINISTRATION CENTER, 
Jackson, Miss., October 6, 1959. 
To: Area Field Director, Area 4, Department of Veterans Benefits, 
VA Central Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26-58-S). 
1. Our report on this matter is much the same as it was 2 years ago. 
2. We do not believe this is a matter of great concern in this area. 
te a few trade-in sales are made and builders advertise on this 
asis. 
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3. We do hear of some very low-equity conventional loans and these 
seem to be made possible by extremely high valuations. Whether 
secondary financing is always involved in such cases is not known. 

4. Sales of second lien notes are subject to high discounts, as much 
as 30 percent. 

A. W. Wootrorp, Manager. 


VETERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Kansas City, Mo., September 18, 1959. 
To: Area Field Director, Area 4, Department of Veterans’ Benefits, 
Veterans’ Administration Central Office, Washington, D.C. 
Subject: Secondary borrowing arrangements. 

r I have discussed this matter carefully with my loan guaranty 
stall. 

2. Our officials are of the opinion that second mortgages on real 
estate are practically nonexistent in this area. 

3. In gathering information for our report to central office, Form 
VB 4-6366, monthly report on designated housing market area, lenders 
and builders have been asked about their policy on second mortgages. 
Lenders will not make second mortgages and in several instances have 
stated that they will not make a loan where a second lien is to be 
taken. Builders report that they are not able to carry these mortgages 
as their own investment and that there is no market for them in this 
area. 

Keita W. Dancy, Manager. 


VeTERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
St. Louis, Mo., October 6, 1959. 


To: Area Field Director, Area 4, te of Veterans’ Benefits, 
Veterans’ Administration Central Office, Washington, D.C. 
Subject: Secondary borrowing arrangements. 


1. In compliance with letter 26—32 of September 11, 1959, we submit 
the following information on the secondary borrowing arrangements 
being used in this area in conjunction with financing residential con- 
struction with conventional loans. 

2. Very few units are being sold whereby the builder takes back a 
second mortgage. Discounts on these second mortgages vary from 
20 to 30 percent depending on equity established. 

3. Savings and loan associations are making 80 percent conven- 
tional loans. Some loans are being made in excess of 80 percent by 
the builder pledging saving certificates or accounts in double the 
amount of the excess. The builder is paid 4 percent interest on the 
savings and is permitted to withdraw from the savings account, in 
multiples of $100, 50 percent of reduction in principal amount of the 
individual loan. 

4. There are a few new homes in the $10,000 to $12,000 bracket 
being sold under contract for deed. The lender makes the loan to 
the builder with first payment 6 months after start of construction. 
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The payments under the contract for deed are made to the lender 
and are in excess of the loan payments. The excess is held in escrow 
until such time as a prearranged equity has been established or until 
the buyer secures his own financing. 

5. On residential construction in this area very few homes are being 
sold with secondary financing or under contract for deed. 

6. The recent increase in FHA and conventional interest rates may 
tend to increase secondary borrowing as it will be cheaper for the 
builder to discount his second at 30 percent rather than pay 7 or more 
points on a low equity loan. 

P. S. Pottock, Manager. 


VETERANS’ ADMINISTRATION CENTER, 
Fort Harrison, Mont., September 22, 1959. 
To: Area Field Director, Area 5, Department of Veterans’ Benefits, 
Veterans’ Administration Central Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26-58-S). 

1. It is our opinion that secondary borrowing arrangements in the 
State of Montana are those whereby a purchaser borrows on other 
assets rather than on the property involved. We do not know of any 
second mortgage deals in connection with real estate sales involving 
conventional financing. 

2. We do not have large operating builders who are financially in 
a position to hold second mortgages, and we know of no market wherein 
second mortgages on Montana properties may be sold at even sub- 
stantial discounts. 

3. Sales of previously occupied existing properties by means of 
land sale contracts are not unusual; however, these generally involve 
substantial downpayments and the seller normally carries the contract 
through to sabe plebon of its terms. Lenders would not be involved 
in transactions of this type, other than to act as escrow agents. 

Crauve L. Merepira, Manager. 


VETERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Lincoln, Nebr., September 30, 1959. 
To: Area Field Director, VA Central Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26-58-S). 


1. An analysis of the 100 most recent September sales reported by 
the Multiple Listing Exchange of Omaha discloses the following: 


Percent 
Purchaser assumed the existing mortgage-----.---..-------------------- 17 
Financed by conventional 14 


Another report from reliable sources in Omaha showed FHA, 31 
percent; conventional, 20 percent; land sale contracts 8 percent; 
cash sales, 15 percent; assumption of the existing mortgage, 25. 
percent; all others, 1 percent. 
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2. An analysis of the 100 most recent September sales reported by 
the Multiple Listing Exchange of Lincoln shows: 


Percen 
Purchaser assumed the existing mortgage--_._-_.-...--.-----..---------. 41 


3. Most lenders will not make a conventional loan if they have 
knowledge that a second mortgage will provide a portion of the 
financing. Even with this precaution some second mortgages are 
taken. It is our belief that a large percentage of the properties sold 
under land contract are ple me Ah The purchaser is unable to 
make a downpayment of sufficient size to permit him to assume the 
existing mortgage. In those cases the land contract is actually 
substituted for a second mortgage. There are also a few cases where 
the seller prefers to leave his money in the property rather than pay 
the present discount. 

4. To date the VHMCP program has not placed a loan in our direct 
loan territory. Participating lenders that have expressed any interest 
require discounts of 8 and 9 percent. 

5. Some quotations on second mortgages and land sale contracts 
are at 20- to 30-percent discount. The market for second mortgages 
and land sale contracts is very limited. Most second mortgages are 
taken back by the seller and the interest rate is the same or 1 percent 
more than the conventional loan. 

6. Interest rates on conventional loans have increased during 
September and some lenders are charging 7 percent plus a service fee 
for making the loan. Withdrawals from building and loan associa- 
tions have been greater than normal for this time of the year. Some 
of the savings have shifted to new issues of Government bonds. 
Numerous banks and savings and loan associations cannot market 
bonds they now hold without a substantial loss. In view of this they 
are retaining the bonds and less money is available for home financing. 


A. H. Duxsury, Manager. 


VETERANS’ ADMINISTRATION CENTER, 
Reno, Nev., September 30, 1959. 


To: Area Field Director, area 5 Department of Veterans Benefits, 
Veterans’ Administration Central Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26-—58-S). 


1. There is a very large volume of older housing sold by assumption 
instead of by refinancing in our region because of the scarcity of 
mortgage money. Inflation, with its resultant higher costs, has 
created soft or paper equities and such resales are represented by 
nominal downpayments and large second trust deeds behind the 
existing mortgage. As these are soft money equities, the second 
trust deeds are sold with discounts up to 30 percent. This type of 
secondary borrowing is used in approximately 25 percent of older home 
resales in our more metropolitan areas. 
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2. In addition to the second mortgage financing discussed, land sale 
contracts with very high interest rates running to 9 percent are used. 
This device is especially used where second and third owner sales are 
involved and the last owner has no soft equity. Approximately 30 
percent of all resale transactions use land sale contracts to refinance. 

3. There has recently come into existence, for the first time to the 
knowledge of the Veterans’ Administration, a secondary borrowing 
arrangement in connection with conventional sales of speculative tract 
units located in the Reno area. These units are in the $17,000 range 
and are selling with a $2,000 downpayment combined with a $12,500 
conventional first mortgage and a $2,500 second mortgage by the 
sponsor. To date, these seconds have not been offered locally for 
sale; however, they will probably be discounted to 40 percent. It is 
our belief that this secondary borrowing arrangement on new con- 
struction establishes a pattern which may have serious consequences 
for the persons involved in these loans. 

4. A large part of the secondary borrowing, of which we have 
knowledge, is a result of sales prices being increased by brokers to 
include their brokerage fees, which when coupled with paper equities, 
set the stage for the devices of secondary borrowing. 

5. It is apparent that the effect of this type of financing will ulti- 
mately lead to a condition in real property transactions which would 
result in a high loss figure in the event of any down turn in 
our economy. 

D. M. Manager. 


VETERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Manchester, N.H., October 6, 1959. 
To: Chief Benefits Director, VA Central Office, Department of 
Veterans’ Benefits, Washington, D.C. 
Subject: Secondary borrowing arrangements. 

1. The subject matter has been discussed with the staff of the Loan 
Guaranty Division. To the best of their knowledge secondary bor- 
rowing in connection with the purchase or construction of residential 
27 agi with a conventional loan is very uncommon in New Hamp- 
shire. 

2. In the few instances where secondary borrowing is used the 
lenders are very careful to see that the terms of such second mortgage 
are not burdensome to the borrower so as to cause default on the 
first mortgage. 

Ricuarp F. Weicu, Manager. 
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VETERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Newark, N.J., September 23, 1959. 
To: Area Field Director, Area 1 Veterans’ Administration Central 

Office, Washington, D.C. 

Subject: Secondary borrowing arrangements (reports control symbol 

26-58-S). 

1. This office is not aware of any secondary borrowing arrange- 
ments being employed in connection with the financing of residential 
construction with conventional loans. 

2. Our loan guarantee staff is of the opinion that if secondary bor- 
rowing arrangements are being resorted to they are being employed 
to a very limited degree. 

3. We have contacted several of our large lending institutions and 
each has stated they know of no secondary borrowing arrangements. 
If they should discover such arrangements they would reject the loans. 


P. M. Nuaent, Acting Manager. 


VETERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Albuquerque, N. Mex., October 6, 1959. 
To: Area Field Director, Area 5, Veterans’ Administration Central 
Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26—58-S). 

1. Reference is made to letter 26-32 dated September 11, 1959, 
concerning secondary borrowing arrangements. 

2. Secondary borrowing arrangements employed by conventional 
lenders in this area are extremely limited. Many conventional lenders 
are aware of the tendency toward an increase in this practice and will 
not close a conventional loan until they are reasonably satisfied that 
no second mortgage arrangement has been made. Some conventional 
lenders will allow a second mortgage only if the amount of the second 
mortgage does not exceed 75 to 80 percent of the total cost. Other 
conventional lenders will agree to a second mortgage if warranted by 
the facts in the particular case, including instances in which the 
borrower has limited cash for a downpayment but has recently expe- 
rienced a substantial increase in stable income which would allow him 
to carry both mortgages comfortably. 

3. Land sale contracts are in general use in resales of VA, conven- 
tional and FHA properties in cases where no new loan is involved. 
There has been a steady increase in the use of land sale contracts since 
1946. Their use is noticeably more prevalent when the money market 
tightens. Land sale contracts are currently discounted at 25 to 50 
percent. The number of second mortgage leche in this area is rela- 
tively insignificant and we have no quotation on the current discount 
for second mortgages. 


Donatp E. Crow, Manager. 
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VerTERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Albany, N.Y., October 7, 1959. 
To: Area Field Director, Area 1, Veterans’ Administration Central 
Office, Washington, D.C. 
Subject: Secondary borrowing arrangements. 
1. As requested in your letter of September 11, 1959, the following 
information is submitted. 
2. Several arrangements are employed in connection with financing 
Pree construction with conventional loans. These take the 
orm of: 
(a) Personal notes taken by sellers in lieu of cash downpay- 
ment. 
(6) Personal notes taken by brokers to cover part of alleged 
downpayment. 
(c) Borrowing from finance companies to obtain funds for 
downpayment. 
(d) Borrowing from relatives to meet necessary downpayment. 
3. It has been our experience that lenders in this area will not make 
conventional loans where secondary borrowing is evident. There is 
little, if any, second mortgage financing taking place in the region. 
Lenders are of the opinion that should such a practice become preva- 
lent that the discount price of such a mortgage would be as high as 
the traffic would bear, probably in the neighborhood of 20 percent. 


Grorce Vapas, Manager. 


VererAns’ ADMINISTRATION, 
REGIONAL OFFIce, 
Buffalo, N.Y., September 28, 1959. 
To: Veterans Benefits Director, Veterans’ Administration Central 
Office, Washington, D.C. ; 
Subject: Secondary borrowing arrangements (reports control symbol 
26-58-S). 

1. Letter 26-32 of September 11, 1959, requests information con- 
cerning secondary borrowing arrangements being utilized in conven- 
tional financing of residential construction. 

2. In our area, comprising the westernmost 13 counties of New York 
State, it is our opinion that no secondary borrowing is being employed 
in the conventional loan sector of the residential mortgage market. 
This report is based solely on the opinion of our staff and no inquiry 
was made of sources outside VA. 

Leo V. Lannine, Manager. 
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VETERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
New York, N.Y., October 8, 1959. 
To: Area Field Director, Area 1, VA Central Office, Washington, D.C. 
Subject: Secondary borrowing arrangements. 

1. We have received your letter of September 11, 1959, together 
with its enclosure. 

2. To the best of our knowledge, secondary borrowing arrangements 
on conventional loans are at a minimum in this area. There is very 
little indication from any source that builders are taking advantage 
of secondary mortgages, notes, etc. As you probably know, in New 
York State savings institutions are now permitted by New York law 
to make mortgage loans up to 90 percent of appraised value. This 
plan is being utilized by ie Sit to a minimum degree. From an 
overall standpoint the majority of lending institutions in this area are 
staying away from high percentage mortgages which include any 
primary mortgages with secondary borrowing. The volume of sales 
in this area even in the tight money market » not create sufficient 
pressure to invite secondary borrowing. As noted in our previous 
reports to central office the majority of builders only construct homes 
where a definite contract and a commitment from a lender have been 
received. Speculative building in this area is at an absolute minimum. 
This, in itself, is not conducive to amy secondary financing. In 
addition to the 90-percent mortgage now available in this area some 
savings and loan institutions continue, to a minimum degree, to 
employ an arrangement whereby the builder will take a junior partici- 
pation in a first mortgage between the bank and the purchaser, for 
example, on a conventional loan a savings bank in this area may 
make a loan up to a maximum of $15,000, not to exceed 80 percent of 
the appraised value. In an instant case, where the purchase price 1s 
$15,000 and the appraisal of 80 percent amounts to $12,000, the 
lending institution will make a first mortgage of $13,500 to the 
purchaser and execute an assignment of $1,500 of this loan to the 
builder. This is similar to the plan on the old VA-FHA 505a combi- 
nation loans. This arrangement will make the builder a junior 
participant in the first mortgage to the extent of $1,500. The bank, 
therefore, has a legal 80 percent loan. As the purchaser makes his 
monthly payment to interest and principal a portion of it is allotted 
to the Sdtictiot of the 10 percent junior participation. Periodically, 
or at a time when the loan is reduced to a point where the total loan 
balance represents 80 percent of the appraised value ot the real 
estate, the builder receives from the lender his junior participation 
share in the loan. The bank then becomes the full holder of the 
mortgage loan. 
A. B. Manager. 
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VETERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Syracuse, N.Y., October 6, 1959. 
To: Area field director, area 1, Department of Veterans’ Benefits, 
Veterans’ Administration Central Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26-58-S). 

1. This refers to all station letter 26-32 dated September 11, 1959, 
subject same as above. 

2. Due to the general availability of mortgage funds in this area, 
there has been little need to resort to secondary financing of the type 
described. Builders have found it necessary to take back an occasional 
second mortgage because of the purchaser’s inability to provide the 
required downpayment. However, these cases are rare. When it is 
done, it is usually with the lender’s permission after it is determined 
that the borrower’s income is sufficient to carry both mortgages. 
These second mortgages are usually for a short term and are taken at 


ar. 

r 3. Similarly, due to the availability of mortgage funds, land-sale 
contracts are seldom used. When resorted to, the term is usually 
short or until the purchaser has acquired sufficient equity to qualify 
for a conventional loan. 

4. We know of no discounting of second mortgages in new construc- 
tion. There is, however, some discounting of second mortgages on 
older existing construction. These discounts range from 10 to 20 
percent. ‘ 

GrorGe F. Have Manager. 


VETERANS’ ADMINISTRATION, 
ReGionaL OFrice, 
Winston-Salem, N.C., October 7, 1959. 
To: Area Field Director, Area No. 2, DVB, VA Central Office, Wash- 
ington, D.C. 
Subject: Secondary borrowing arrangements (RCS: 26—58-S). 

1. The information which we have available and have obtained 
from outside sources indicates generally that North Carolina is not a 
second mortgage area. Generally, where sellers take a second mort- 
gage, such mortgage is limited to a maximum of 6 percent interest and 
the terms of repayment are set according to the borrower’s ability to 
repay. In this type of case the mortgage is held by the seller as a 
part of the transaction. 

2. In other types of transactions the majority of cases involvin 
secondary mortgage arrangements are handled through savings and 
loan associations. The degree of conventional loans involving second 
mortgages varies from 15 to 25 percent of such loans. As an example, 
several savings and loan associations will lend up to 60 to 75 percent 
of the appraised value of the property and require a minimum of 10 
percent downpayment. Assuming that the borrower needs to obtain 
secondary financing involving approximately 20 percent of the sales 
price, the association would execute the note and deed of trust in a 
total amount representing the loan plus the secondary mortgage ar- 
rangements. In effect, the note and deed of trust is for approximately 
85 to 90 percent of the sales price. Of this amount 20 percent may 


FINANCING DEVICES EMPLOYED IN MORTGAGE LENDING 79 


represent building and loan stock which the borrower pays with his 
regular monthly payments. . At such time as a principal amount has 
been paid in representing the paid up value of the stock, the associa- 
tion may then release the stock to the borrower, who, in turn, gives it 
to the seller. Customarily in this type of transaction, the seller would 
have been receiving the dividend payments on such stock acquired 
by the borrower. 

3. In some instances the seller holding building and loan stock may 
desire to liquidate the stock. In such instances the stock may be 
assigned to a discount company, or even to an individual. The re- 
ported going price is 50 to 60 percent of the face value. 

4. There does not appear to be any widespread participation in 
secondary mortgage arrangements; however, repetteliy the trend is 
increasing since discount firms are beginning to advertise for this 
type of business. Project builders do not participate to any extent 
in secondary borrowing arrangements, and usually builders or sellers 
of individual properties are involved. 

J. D. DeRamus, Manager. 


VETERANS’ ADMINISTRATION CENTER, 
Fargo, N. Dak., September 30, 1959. 
To: Area field director, area 3, Veterans’ Administration Central 
Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26-58-S). 


1. Approximately 50 percent of the sales made on a conventional 
financing basis have some form of secondary borrowing arrangements. 
The principal types in this area are contracts for deed and second 
mortgages. 

2. In a number of these cases, the seller carries the contract or 
mortgage. The contracts that are sold are usually discounted 25 
percent, and second mortgages are discounted from 20 to 30 percent. 

3. The amount of the consideration in this form of borrowing 
ranges from 10 to 30 percent, and interest rates are from 6 to 7 percent. 


W. R. Byrp, Manager. 


VeTERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Cincinnati, Ohio, October 5, 1959. 
To: Area Field Director, Area 3, VA Central Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26—58-S). 
1. The following report, based on facts available, is furnished in 
accordance with your request of September 11, 1959, letter 26-32. 
2. This office has knowledge of only one builder who is using sec- 
ondary financing in connection with financing his residential con- 
struction with conventional loans. The specific builder is taking a 
second mortgage for the difference between the sale price and the 
total of the first mortgage and downpayment. He is not discounting 
this paper, but is working his own collections on it. 
3. We trust that this information will be of assistance to the Sub- 
committee on Housing. 
R. M. Firzeeraup, Manager. 
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VETERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Cleveland, Ohio, October 8, 1959. 
To: Chief Benefits Director, Veterans’ Administration Central Office, 
Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26-58-S). 


1. Throughout the area served by the Cleveland regional office, 
several plans have been developed to accomplish secondary financing. 
While all of these schemes seem to be self-limiting, there are a moder- 
ate number of sales being financed through the following mediums: 

(a) Second mortgages are used by a number of builders in 
effecting sales where the cash payment usually varies from 10 
to 20 percent of the purchase price. Generally the interest rate 
on second mortgages is 6% to 7 percent and the term is from 2 
to 5 years. As nearly as can be determined, such mortgages are 
subject to a discount of from 15 to 40 percent depending on the 
terms of repayment and the bargaining position of the persons 
involved. 

(6) During the past year land contract sales have become a 
Hs Ato factor in financing sales. Land contracts have 
generally provided for a 6% percent interest rate and are subject 
to discounts covering a wide range depending on industrial 
situations. 

(c) So-called passbook transactions are also a frequent means 
of secondary financing in the metropolitan areas of the Cleveland 
region. Under this plan a first mortgage of 90 percent of the 
sales price is typical with the payout by the lender being limited 
to 70 percent of the amount of the mortgage. The balance of 
the proceeds of the mortgage is withheld and is evidenced by a 
jal nis issued to the seller. The amount so withheld becomes 
subject to withdrawal only as payments are made upon the 
mortgage balance. 

(d) Homes which are incomplete as to interior trim, finished 
flooring, decorating, etc. have been sold by a number of builders 
throughout the area. As a part of the sales price the purchaser 
agrees to finish the structure within a given period of time, 
usually 6 months. In performing the required work the pur- 
chaser acquires an equity of $1,200 to $1,500, the balance being 
financed and bearing an interest rate generally of about 6% 
percent. 

2. In all of the preceding methods of financing, discounts and 
charges seem to be on a basis of ‘catch as catch can” with little 
uniformity as to discounts or vield on the amount of the secondary 
financing involved. 

3. Depending upon the manner in which the builder is able to oper- 
ate, discounts on secondary financing may vary from 10 to 40 percent. 
It is our feeling that all of the methods referred to reflect a rather 
unhealthy situation in that financing is invariably more expensive 
than the prudent purchaser would be warranted in paying. 

4. It is somewhat disturbing to report that the practices referred 
to seem to be becoming more and more common throughout our 
area. In the absence of a reversal of the present ‘tight money”’ 
situation we can foresee only a worsening of the present conditions in 
our area. 

Ho.sincer, Manager. 
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VETERANS’ ADMINISTRATION 
REGIONAL OFFICE, 
Muskogee, Okla., September 25, 1959. 
To: range Director, Area 4, Veterans’ Administration, Washing- 
ton, D.C. 
Subject: Secondary borrowing arrangements (RCS 26-58-S). 

1. It is our opinion that there has been a slight increase in the use 
of second mortgages in connection with conventional financing of 
residential construction in Oklahoma in the past year. 

2. Builders ordinarily choose to retain such notes and mortgages 
because of tax advantages rather than liquidate them. So there is no 
well identified market for this type of second martgage. 

3. Savings and loan institutions make 90 percent of the conven- 
tional loans and these lenders are generally opposed to loan trans- 
actions which involve second mortgages. In cases wherein the mort- 
gagor requires financing in excess of prescribed limitations, the primary 
mortgage is collateralized by a share assignment under agreed terms 
by the seller. This device obviates the extensive use of second 
mortgages and avoids some of the disagreeable facets of secondary 
financing. This practice has increased slightly during the past 6 
months. 

Emory A. Gate, Acting Manager. 


VETERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Portland, Oreg., October 1, 1959. 
To: Aron Sieeie Director, Area 5, DVB-VA Central Office, Washing- 
ton, D.U, 
Subject: Secondary borrowing arrangements (RCS 26—58-S). 

1. Reference is made to ASL 26-32, September 11, requesting a 
report on any secondary borrowing arrangements which may be 
employed in this area in the conventional loan sector of mortgage 
financing. 

2. Information in this office and from local mortgage lending insti- 
tutions is that secondary borrowing arrangements are being resorted 
to only occasionally in a few isolated cases, and in the few cases known 
it is considered the exception rather than an established and aggressive 
practice. The reason for this, in our opinion, is because local banks 
and savings and loan associations are the primary conventional lenders 
in this area and they tell us Board restrictions preclude them from 
making a loan on property where a second mortgage is held by a third 

arty. 
construction loans are confined almost exclusively 
to savings and loan associations. In a few isolated cases where the 

urchaser is unable to pay the difference in cash a specific arrangement 
is worked out with the builder to complete the purchase. As an 
example, the maximum conventional loan is limited to 80 percent of 
the appraised value and the purchaser is required to have an equity 
of 20 percent. To illustrate: Assume the purchase price and appraised 
value is $25,000; the maximum conventional loan is limited to $20,000. 
Then assume further that the purchaser is able to make a downpay- 
ment of $3,000 but not $5,000 (the difference between the purchase 
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price and the maximum conventional loan). Provided the purchaser 
is a satisfactory credit risk the savings and loan association will make 
the purchaser a conventional loan of $22,000 and require the builder 
to deposit $2,000 from the loan in a special savings account—subject 
to a written agreement that no portion of the savings account can be 
withdrawn or released to the builder until after a lapse of 2 years. 
Thereafter, as principal payments are made to the loan an amount 
equal to one-third of the principal payment made on the principal 
balance will be released to the builder from the savings account. This 
will be repeated each month until the full amount has been released. 
In such case, the special savings account is treated as additional 
security to the loan. The borrower has no knowledge that such an 
arrangement has been set up with the builder, and in no case will the 
lender’s exposure on the loan exceed 80 percent of the purchase price. 
The agreement provides further that in event of default no funds will 
be released from the savings account until the delinquency is cured; 
and in event of foreclosure and the security fails to liquidate the debt 
and costs, the balance remaining in the savings account will be held 
intact to pay any deficiency sustained by the lender. 

4. We know of no other secondary financing arrangements being 
employed in this area in financing residential construction with con- 
ventional loans. However, due to the tight money conditions and 
high discounts required the past year many less acceptable or older 
properties have been sold with the seller taking a first mortgage or 
under a land sales agreement, and, thereafter, selling the note and 
mortgage or land sales contract at a high discount to discount agencies 
rather than to reputable established lending institutions. Informa- 
tion obtained in such cases is that discounts range from 10 percent 
upward, depending upon the relation of the debt to the value, type of 
security, area and quality of the purchaser. 


E. A. Mauer, Acting Manager. 


VeTeRANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Philadelphia, Pa., October 5, 1959. 
To: Area Field Director, Area 1, Department of Veterans’ Benefits, 
VA Central Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26—58-S). 


1. We have not encountered any appreciable number of cases where 
properties are being sold with secondary mortgages, as it is not a 
general practice in this area. 

2. There are some isolated cases, however, where new construction 
is involved (the $20,000 and over range) and financing arrangements 
are on a conventional basis, that about 5 percent need secondary 
mortgages in order to qualify for the ratconat 9 downpayment. These 
secondary mortgages are usually on a short-term basis. 

3. In one development, a construction lender was obliged to take 
over six or seven houses. If a conventional buyer did not have suffi- 
cient downpayment, this lender would take a note for the balance of 
downpayment to be amortized monthly for a period not more than 3 
years. 
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4. Financing of this type can occur when a buyer has sold his own 
home, but will not hold settlement for the property sold until after 
he has settled for the new property. 


Gorpon R. Manager. 


VETERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Pittsburgh, Pa., October 2, 1959. 


To: Area Field Director, Area 3, Department of Veterans’ Benefits, 
Veterans’ Administration Central Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (reports control symbol 

26-—58-S). 

1. Our findings regarding secondary borrowing do not vary from 
those reported September 30, 1957. The practice has not become 
prevalent in thisarea. Asin the past, we attribute this to a minimum 
of speculative building, resistance to the purchase of mortgages by 
investors where secondary borrowing is required, and the reluctance 
of lenders to finance a home purchaser where the equity is in a form 
other than cash. The easing of conventional downpayments, by 
various recent legislation, will also have a tendency to curtail this 
practice. 

2. While a variety of methods to promote sales may be used, no 
general pattern of usage in form or by a particular seller has emerged. 
We find secondary borrowing is not a planned selling expedient but is 
resorted to because of circumstances in the occasional individual sale. 
Normally, a mortgage loan is committed before construction starts 
and construction starts are usually predicated or limited to sales. 

3. If secondary borrowing is to be employed, a note is usually 
taken or the lender may be prevailed upon to exceed its mortgage 
limit and retain as security part of the builder’s proceeds until the 
mortgage is reduced to the lender’s required loan to value ratio. If 
a second mortgage were utilized the discount would probably be no 
less than 50 percent. Regardless of the form of secondary borrowing, 
it would represent the builder’s own investment. We have no known 
operators specializing in second mortgages applicable to these cir- 
cumstances. 

4. Other methods of secondary borrowing, of limited or no usage, 
may be of the following form: 

(a) A land sales contract with a credit provision toward a 
downpayment: When accumulated credits are sufficient to reflect 
a required downpayment, a conveyance is made and the balance 
of the purchase price is financed by a mortgage. A lease arrange- 
Ment can produce the same results. Provisions for the forfeiture 
of funds paid under certain circumstances are usually incor- 
porated into the contract. 

(6) Mortgaging out. An inflated appraisal of the property 
value permits a reduced actual downpayment, yet establishes the 
required loan to value ratio. 

(c) Where a group of homes are involved, the builder may ob- 
tain a long-term blanket mortgage and lease the properties to 
prospective purchasers until the required downpayment is ac- 
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cumulated. Usually the properties are covered by a blanket con- 
struction mortgage. This practice, on an extended scale, would 
require a financially strong builder, as regular mortgage amortiza- 
tion payments would have to be made by him. 


A. R. Guyuer, Manager. 


VereraANns’ ADMINISTRATION, 
REGIONAL OFFICE, 
Wilkes-Barre, Pa., October 2, 1959. 
To: Area Field Director, Area 1, Veterans’ Administration Central 
Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (Reports Control Symbol 
26-58-S). 

1. This refers to vour letter of September 11, 1959, and copy of 
letter attached thereto, addressed to Administrator by chairman, 
Subcommittee on Housing Committee on Banking and Currency, 
House of Representatives. 

2. In accordance with your request, we submit herewith report, in 
duplicate, based on information obtained from lenders and builders 
located in 11 various counties. 

A. G. Manager. 


Report on secondary borrowing arrangements being employed in 
connection with financing residential construction with conventional 
loans, based on information obtained from leading lending institutions 
and builders located in 11 various counties. 


NATIONAL BANKS 


Four will not allow second mortgages. No other devices. Borrower 
must have required downpayment. 

Four will allow second mortgage by seller or occasionally third 
party for credit-worthy borrowers who are able to make some down- 
payment. 

One has no objection to second mortgage. Believes first mortgage 
is more secure, since holder of second mortgage will normally take over 
to protect his interest. 

tess will allow second mortgage if borrower is able to carry both 
mortgages and will put up some collateral, such as life insurance. 

One will allow second mortgage if borrower does not have required 
downpayment of 40 percent. Will take over second mortgage when 
first mortgage is substantially reduced. 

One has allowed second mortgage in few cases. Most conventional 
loans are made at 60 percent of property value, although 75 percent 
is permitted under new regulations. 

ive will allow builder or seller to take second mortgage if borrower 
does not have required downpayment of 40 percent. 


TRUST COMPANIES 


Two will allow second mortgage, provided borrower is able to carry 
first and second mortgage and will provide some collateral, such as 
assignment of life insurance. 

Three will allow second mortgage, provided 33 percent State re- 
quirement is not exceeded. 
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SAVINGS AND LOAN ASSOCIATIONS 


Two will not allow second mortgage. Borrower must have required 
downpayment. 

One will not allow second mortgage. (May permit second mortgage 
only after first mortgage has been reduced substantially and funds are 
required for improvements.) 

BUILDERS 


Two have policy not to take second mortgage. 

None of the lenders who were contacted and who permit second 
mortgages to be taken had any evidence that the holders have dis- 
counted these mortgages. 


VETERANS’ ADMINISTRATION CENTER, 
San Juan, P.R., October 5, 1959. 
To: Axon Send director, area 2, Veterans’ Administration, Washing- 
ton, D.C. 
Subject: Secondary borrowing arrangements, 

1. We do not know of any second mortgage financing practices in 
this area. In fact, there is no organized second mortgage financing 
in Puerto Rico. 

D. F. Peppers, Acting Manager. 


VETERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Columbia, S.C., September 24, 1959. 
To: Area Field Director, Area 2, Veterans’ Administration Central 
Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26-58-S). 

1. Our survey discloses that secondary borrowing arrangements in 
connection with conventional mortgage lending in South Carolina 
has almost completely disappeared from the financial scene. Two 
years ago the second mortgage device was highly prevalent, mainly 
because a large number of small builders were caught in a tight financial 
squeeze on construction loans with respect to a surplus of low-cost 
housing erected on a speculative basis. Many builders were compelled 
to complete sales under conventional financing supplemented by second 
mortgages. These second mortgages were later discounted at 35 to 
so pera of face value and resulted in heavy financial losses to the 

uilders. 

2. Second mortgage borrowing has steadily decreased to a negligible 
status for the following reasons: 

(a) The surplus of low-cost housing constructed on a speculative 
basis has almost entirely been eliminated during the past 2 years. 

(6) The builders who were previously compelled to resort to 
this disastrous secondary financing had either been forced to 
bankruptcy or have learned a valuable lesson from their past 
experience. 

(c) Building and loan associations and insurance companies 
have increased the ratio of loan to value on conventional home 
loans (up to 80 percent of appraised value), and are requiring 
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both the seller and purchaser to sign a statement that no secondary 
financing is involved in the transaction. 

(d) Prevailing high interest rates (6 percent plus) on conven- 
tional loans have elevated the monthly payments on home loans 
to such a level that the borrower cannot safely or sanely undertake 
the financial burden of a secondary obligation. 

(e) Building and loan associations are currently experiencing 
heavy withdrawals of savings shares and have become highly 
selective in granting conventional construction or permanent 
home loans. 

(f) Commercial banks and other construction lenders are like- 
wise restricting their credit line on home construction loans to 

revent financial pressures being brought to bear upon their 
uilder customers by the existing tight mortgage money market 
conditions. 

(g) Discounts on second mortgages are ruinous ranging from 
50 to 65 percent of face value. 

3. The general-type second mortgage arrangement that is made in 
connection with a low-equity sale, in the few incidents that it does 
occur, would be as follows: 

The conventional loan would cover about 65 percent of the purchase 
— and the second mortgage would cover the remaining 35 percent. 

oth mortgages would bear interest at 6 percent plus and have a 
maturity of about 15 — The second mortgage would be callable 
after 5 to 7 years. This second mortgage could be discounted at 
about 35 to 40 percent face value. Several loan companies or groups 
of wealthy professional men or individuals engaged in insurance or 
real estate enterprises have purchased a large number of these second 
mortgages at the above heavy discounts. Many of these mortgages 
have been resold to financial affiliates or interests in the New York 
market. The purchases of these groups have steadily declined with 
the dwindling supply of available second mortgages. 


M. L. McHueu, Manager. 


VETERANS ADMINISTRATION CENTER, 
Siour Falls, S. Dak., September 18, 1959. 


To: Chief Benefits Director, Department of Veterans Benefits, 
Veterans’ Administration central office, Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26—58-S). 

1. To our knowledge there are very few secondary mortgages 
negotiated when property is sold on the basis of conventional financing. 
Most banks, building and loan associations, and insurance companies 
have a policy against processing loans if a second mortgage is needed 
to complete the purchase price. There has been a limited number of 
transactions completed in which a private individual or small mortgage 
compehy makes a loan of 50 to 60 percent of the purchase price and 
some other lender, usually an individual, will take a second mortgage 
for an additional 20 to 25 percent on a 5- to 10-year term with interest 
at 6 to 7 percent. This type of second mortgage is not sold. 

2. We do have a considerable number of real estate sales negotiated 
by realtors and brokers in which the seller of the property will make 
the sale on a contract for deed with a 10- to 15-percent downpayment 
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and an interest rate of 6 to 7 percent. These are transactions in which 
the buyer does not have sufficient funds to make the downpayment 
required to obtain a conventional loan. 

3. We are certain there would be many sales made with secondary 
borrowing if there were individuals or lenders available to make that 
type loan. We have very few such lenders in this area. 


Paut E. Dicxensueets, Manager. 


VETERANS’ ADMINISTRATION, 
REGIONAL OFFIce, 
Nashville, Tenn., October 6, 1959. 
To: Area Field Director, Area 2, Department of Veterans’ Benefits, 
Veterans’ Administration Central Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26—58-S). 

1. Secondary borrowing in connection with conventional loans is 
not a serious problem in i.e area served by this office. While of 
course there are instances of second mortgage loans being made by 
builders in part payment of the purchase price of properties, such 
is not done on a wholesale basis. In some instances builders do not 
take a second mortgage as such but only take a personal note from 
the purchaser. In some instances builders have taken small second 
mortgages where purchasers did not have enough cash for the required 
downpayment on the conventional loan with no thought of pressing 
collection inasmuch as they would have lost a comparable amount 
in paying the discount on an FHA or VA loan if such financing had 
been used. 

2. We have heard of some second mortgages being discounted in 
the Chattanooga area for as much as 50 percent. We feel that these 
are isolated cases and throughout the State there is no general pattern 
of second mortgage borrowing. 

Kennetu 8S. Crart, Manager. 


VETERANS’ ADMINISTRATION, 
REGIONAL OFFIcr, 
Dallas, Tex., September 18, 1959. 
To: Area Field Director, Area 4, Veterans’ Administration, Wash- 
ington, D.C. 
Subject: Secondary borrowing arrangements. 

1. In reply to All Station Letter 26-32, dated September 11, 1959, 
above subject, the situation has changed in our area in the past 12 
months. Secondary financing is not used as extensively now as it 
was a year to a year and one-half ago. Building and loan associations 
can make an 80 percent loan; mortgage companies representing many 
eastern insurance companies can now make 75 percent loans. 

2. There are still some cases where dual contracts are used. That 
is, one contract states the true consideration and the other contract 
on the same property inflates the transaction. Of course, the con- 
tract which inflates the transaction is the one that is given to the loan 
company. 

3. There are cases wherein an employee of the mortgage company 
makes the appraisal to be used in financing a conventional loan and 
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the value placed on the property by the appraiser is exorbitant and 
the loan is not a 60 or 70 percent loan but comes nearer being a 90 to 
95 pares loan. Second mortgages are taken in many transactions 
and the second mortgage is sold at discounts of 50 percent or more. 

4. Secondary borrowings arrangements are being made in connec- 
tion with conventional loans but as stated above, we do not believe 
that it is as widespread as it was a year to 18 months ago. 


Epwarp P. Onstror, Manager. 


VETERANS’ ADMINISTRATION, 
ReGionat OFFICE, 
Houston, Tex., September 28, 1959. 
To: Area field director, area 4, Department of Veterans’ Benefits, 
Veterans’ Administration, Washington, D.C. 
Subject: Secondary borrowing arrangements (reports control symbol 
26—58-S). 

1. An opinion survey concerning secondary borrowing arrangements 
employed in this area in financing conventional loans is submitted. 
It is obvious that considerable secondary borrowing in connection 
with conventional loans in residential financing in this area prevails. 
It is our belief that at least 30 percent of all conventional loans cur- 
rently made here fall into one of the following categories: 

(a) Conventional loan commitments are obtained on inflated 
appraisals which brings the commitment to about the sales price 
the builder expects to receive. These sales are made with small 
downpayments which can compete with VA downpayments and 
closing costs. In such instances there may or may not be second 
liens, depending upon the price the builder is willing to take. 
This type financing appears in price ranges as low as $10,000. 

(b) an commitments are made in the normal manner showing 
two-thirds to three-fourths of value ratio. The purchaser makes 
a small downpayment, usually about what VA or FHA cash re- 
quirements would be, and the builder takes a second lien for the 
balance, spread over a period of several years. This practice 
reaches into all price ranges. 

(c) Sales contracts are becoming more prevalent where the 
purchaser deposits “rent’’ each month until a specified amount 
of equity has been accumulated. ‘Title to the property is with- 
held until the specified amount has been paid in. This practice 
is usually in the price range below $12,000. 

F 2. The normal price at which second mortgages are discounted 
especially in low equity sales, is about 50 percent. Another general 

e of thumb is that 50 times the monthly payment is the maximum 
worth of a second mortgage on the market with maturity of 5 years or 
more. 


Jack D. Powerit, Manager. 
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VETERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Lubbock, Tex., October 5, 1959. 
To: Area field director, area 4, Veterans’ Administration Central 
Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26—58-S). 

1. Our loan guaranty fieldmen report that secondary borrowing in 
the conventional loan sector of mortgage financing is fairly common 
in this regional area, but not practiced too extensively in any par- 
ticular locality. 

2. Typical of this practice is the inflated appaisal. Some contracts 
are written for fictitious sales prices and the loans are based upon 
these amounts. Many lending institutions employ their own ap- 

raisers. There have been hints that the land-sale contract is being 
used, but this practice is relatively new in this area. 

3. This office has knowledge of a few second liens in connection with 
the resale of homes secure:! by FHA and VA insured and guaranteed 
loans, which when resold, are discounted at 50 percent. It is assumed 
that a similar rate prevails in the conventional loan sector. 


Rosert W. Sisson, Manager. 


VETERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
San Antonio, Tex., September 22, 1959. 
To: Area field director, area 4, Department of Veterans’ Benefits, 
Veterans’ Administration Central Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26-—58-S). 

1. As requested in your letter of September 11, we enumerate below 
our opinions pertaining to secondary foxsawinig within the area of the 
San Antonio regional office. 

2. Through the benefit of our day-to-day observations and contacts 
with the building industry and members of the real estate board, we 
find there are occasions where a builder or seller, particularly in the 
higher price range homes, consummates sales with a reasonable down- 
payment, executing a first mortgage in an amount that is acceptable 
to a lending institution within their prescribed limits of the law. The 
unpaid difference in these cases may be secured by a second mortgage 
in favor of the seller. 

3. Due largely to such factors as the relatively short periods of time 
for completing trustee-type foreclosures under Teka law and the usual 
lack of overage in bid in prices, over amounts owed on first mortgages, 
second mortgages are in effect little more than additional character 
supported promises to pay. Consequently, based upon current in- 
formation, such mortgages are in our opinion not likely to represent a 
major factor in mortgage financing in our region of Texas. 

4. We also are aware of other instances where veteran borrowers 
within the military service, or in civilian capacities, sell their homes 
with a small cash payment and accept second mortgages for the bal- 
ance of their equity. In many instances these mortgages are not 
recorded ; therefore, it is imipouisDile to approximate the volume of such 
transactions. 
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5. Contracts of sale in this area are generally confined to the lower 
priced or substandard homes and at various rates of interest but gen- 
erally much higher than the prevailing conventional rates. In these 
cases there are instances where contracts are not recorded and there- 
fore it is impossible to ascertain the volume. ‘The practice of selling 
through the use of contracts of sale does not extend into the field of 
the average home market, which is generally considered within the 
range of $8,000 to $15,000 price bracket. 

6. Responding to the question presented by the penultimate para- 
graph of your letter, our sources of information report discounts of 
prices on second mortgages in cases involving low-equity sales as 
starting at 20 percent minimum. 

7. In summarizing the above report, it is the opinion of this office 
that secondary mAs bem arrangements are not so prevalent and in 
such volume as to create any serious impact upon the acceptable mort- 
gage financing practices within this area. 


J. Norman Longe, Manager. 


VeTERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Waco, Tex., October 7, 1959. 


To: Area field director, area 4, Department of Veterans’ Benefits, 
Veterans’ Administration Central Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26—58-S). 

1. As far as known to the personnel of this office, there are no lenders 
or investors operating in our region who knowingly permit a second 
lien on conventional loans. The use of second liens is very prevalent 
in connection with equity sales which is frowned upon by the mort- 
gagee but over which he has no control. 

2. We have heard of instances where the seller or builder takes an 
unsecured second note for a portion of the sales price, realizing the 
borrower would be unable to obtain a loan if a second lien is retained. 
Usually the amount of this type of secondary borrowing is small and 
is not known by the mortgagee at the time the loan is closed. 

3. The savings and loan associations have a plan of secondary 
financing on conventional loans which is commonly referred to as the 
purchase of stock. In this type of borrowing, where the purchaser is 
unable to make the required cash downpayment, the association will 
make the loan if all other criteria are met, provided the builder or seller 
pupspare stock in the association of an amount equal to the difference 

etween the downpayment being made and the downpayment re- 
quired. Normally the amount of stock purchased, ranges between 
5 and 15 percent. The builder or seller enters into an agreement 
whereby the stock cannot be withdrawn in full until the principal of 
the loan is reduced by an amount equal to the amount of the stock 
purchased and pledged as additional security. Some of the savings 
and loan associations will permit the builder or seller to cash in some 
of his stock as the principal of the loan is reduced. For example, 
when the principal of the loan has been reduced $400, the builder may 
cash in $200 of the stock purchased in connection with the transaction. 
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4. We do not know of any established pattern of discounts on con- 
ventional loans in this area but we have heard of a few cases where the 
builder or seller was required to pay 1 percent discount. 


P. J. Mims, Manager. 


VETERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Salt Lake City, Utah, September 18, 1959. 
To: Area field director, area 5, Department of Veterans’ Benefits, 
Veterans’ Administration Central Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26-58-S). 

1. Lenders in this area are not inclined to take second mortgages 
on conventional loans. In general, they refuse to make the loans 
unless borrowers have the downpayment. In some instances, they 
permit borrowers to borrow from other sources a small percentage 
of the downpayment without the use of second mortgages. 

2. A substantial number of sales are closed by use of real estate 
contracts. These contracts are resold at discounts from 25 to 40 
percent. It is believed that this method of sales takes the place of 
secondary borrowing arrangements. 


Wituiam W. McBripe, Manager. 


VETERANS’ ADMINISTRATION CENTER, 
White River Junction, Vt., October 7, 1959. 
To: Chief Benefits Director, Veterans’ Administration Central Office, 
Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26—58-S). 

There are no secondary borrowing arrangements employed in con- 
nection with financing residential construction with conventional loans 
in this area. The two developers who followed this practice in the 
past are not now building houses. 

Cuarues L. Jacons, Manager. 


VETERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Roanoke, Va., September 28, 1959. 
To: Area field director, area 2, Department of Veterans’ Benefits, 
Veterans’ Administration, Washington, D.C. 
Subject: Secondary borrowing arrangements (reports control symbol 
26—58-S). 

1. This is in reply to your letter of September 11, 1959, with an 
attached copy of a letter to Sumner G. Whittier, Administrator of 
Veterans’ Affairs, dated September 3, from Albert Rains, chairman of 
the Committee on Housing. The loan guarantee officer has expressed 
his opinion in connection with secondary financing. 

2. Available funds for VA and FHA loans continue to be scarce 
while conventional money is available from most all types of lending 
institutions. Many of the various type lending institutions including 
savings and loans, banks, mortgage, and insurance companies indicate 
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that there is practically no secondary financing going on in the vast 
majority of loans closed by these institutions. There are several 
industrial mortgage companies that make 3-year loans on a second 
deed of trust at 6 percent interest rate which is the statutory limit. 
We are told that they charge between 8 and 10 percent discount in 
order to obtain such loans. There are less than 1 percent of the 
builders in the State that take back a second deed of trust, and in 
these few isolated cases there is no discount involved. They usually 
charge 6 percent to carry these second mortgages. The few builders, 
we are informed, permit these mortgages to run between 10 and12 
years aS a Maximum. 

3. If more detailed information should be desired pertaining to the 
secondary market for conventional loans, we will be pleased to make 
a further study in an effort to be of greater assistance to you. 


Gene A. Ropens, Manager. 


VETERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Seattle, Wash., September 23, 1959. 
To: Area field director, area 5, Veterans’ Administration, Wash- 
ington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26-58-S) 

1. Conditions in regard to secondary borrowing on new construction 
are beginning to resemble those of about 2 years ago, since the relative 
circumstances are similar. Definite information about secondary 
financing is difficult to obtain and we are in no position to give its 
extent with any degree of accuracy. Since secondary financing was 
one of the principal causes of the collapse of the mortgage market in 
the early 1930’s, lenders are loath to admit these practices exist. 
Information available to the Loan Guaranty Division indicates that 
secondary financing is not yet widespread, and does not yet create a 
general problem in this area. 

2. There are two types in use with which we are familiar. Some 
builders have been able to find private investors willing to carry (a) a 
second mortgage for the unpaid balance, and (6) equity financing for 
the purchaser in the form of a real estate contract for the unpaid 
balance over the first mortgage. Some builders have arrangements 
whereby the maximum mortgage and downpayment leaves an unpaid 
balance equal to the builder’s overhead and profit. This he carries 
in the form of a real estate contract to be refinanced sometime after 
4 years. 

3 In addition to the foregoing on new construction, we have heard 
of unusual arrangements in connection with the sale of existing prop- 
erties. These are arising because of heavy discounts on both vA and 
FHA loans which would completely wipe out even the equity of a 
seller who had as much as a 20 or 25 percent equity. Since the 
seller’s equity would be completely eaten up by these huge discounts, 
many properties are being sold under contract. Also, in order to 
avoid the legal difficulties in regard to forfeiture, imposed by custom 
in this State on contract sellers, a practice of lease-option with some 
portion of the rent impounded, is growing up. This arrangement 
avoids the position of a sale until the purchaser has built up a fair 
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equity in’the impounded portion of the rent, which is then used for 
a downpayment on a contract of sale. This is an involved and devious 
arrangement which does not seem to be at all as much in the public 
interest as a straightforward sale on an FHA or VA loan. 

4. I trust the foregoing information will be helpful in answering the 


congressional inquiry. 
L. H. Manager. 


VETERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Huntington, W. Va., September 28, 1959. 
To: Area Field Director, Area 2, Veterans’ Administration Central 
Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26—58-S). 
1. The known types of secondary borrowing in connection with 
conventional construction financing in this area are: 
(a) Where a builder or seller takes a second lien. 
(b) Where the purchaser obtains funds from an individual. 
2. It is estimated that these practices are being followed in from 10 
to 15 percent of the present cases. 
3. Second mortgages are being discounted from 25 to 40 percent of 
face value. 
Parrick Bevitin, Manager. 


VETERANS’ ADMINISTRATION, 
OFrice, 
Milwaukee, Wis., October 6, 1959. 
To:Area Field Director, Area No. 3, Department of Veterans’ Bene- 
fits, Veterans’ Administration Central Office, Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26-58-S). 


1. This is in reply to your subject letter 26-32 of September 11. 

2. There is, in our opinion, considerable secondary borrowing in 
this area in connection with the conventional financing of residential 
sales in the bracket of from $14,000 to $20,000, especially in the 
Milwaukee metropolitan area. 

3. For some of the larger more aggresive developers we believe that 
as much as 70 percent or more of their sales are by means of a land 
sale contract or by use of a second mortgage. Of the sales made by 
these two methods it is estimated that about 25 percent are by means 
of land sale contracts some of which require refinancing by a specified 
time when presumably a sufficient equity will permit such. 

4. The discounts on second mortgages range from 10 to 40 percent, 
depending upon equity. 

J. P. Cutten, Manager. 
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VrTERANS’ ADMINISTRATION CENTER, 
Cheyenne, Wyo., September 24, 1959. 
To: Area Field Director, Area 5, Department of Veterans’ Benefits, 
Veterans’ Administration, Washington, D.C. 
Subject: Secondary borrowing arrangements (RCS 26-58-S). 


1. Conventional loan financing on residential construction with 
secondary borrowing arrangements has not been employed on a large 
scale in Wyoming, up to this time. 

2. There are a few builders who sell their new homes with con- 
ventional loans and in some instances carry a second mortgage. The 
second mortgages vary from 10 to 25 percent of the sale price. 

3. In most instances the builders retain the second mortgage. 
Those who sell their second mortgages have been selling them with a 
25 to 50 percent discount on low-equity sales. 

4. We have knowledge of one builder that builds from 20 to 25 
homes per year, selling them on land sale contracts. He retains 
title. ‘The contracts in most instances draw 6-percent interest. 

5. There are no large projects being built with conventional loans 
where the builder takes back a second mortgage. 


Duptey S. Dean, Acting Manager. 
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